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PART I 


DESCRIPTION 

CHAPTER I 

How to Meet a Budget Deficit 

The State’s Expenditure. —In order to carry out its functions 
a State needs not only personal services (officials) but also 
tangible property such as fixed capital (invested in buildings, 
fortifications, ships, and factories), raw materials and com¬ 
modities for consumption (e.g. for the work-houses). In the 
age of Natural Economy the State took property and services 
directly and in kind from the working community; sometimes 
in the form of payment of a licence, for the privilege to carry 
on a certain business or professional activity, or as a tax on 
land, or often as revenue from public domains. Nowadays 
under our economic system, where money is the means of 
exchange, only few traces of the former system remain, such 
as compulsory military service, the duty of clearing public 
thoroughfares of snow and, in war-time, the obligation of 
delivering certain quantities of grain to the State. To-day the 
State uses indirect methods, raising money from its citizens 
by means of taxation and making use of this money to purchase 
the goods and services that it needs. Thus the State has an 
income and expenses and consequently also economic rights 
and obligations. These are taken care of through the particular 
medium of the Treasury, a kind of juristic person which 
differs from every other juristic individuality such as limited 
companies, in that the Treasury is one of the manifestations 
of the State backed by the State's sovereign authority. 

A State's expenditure depends on what functions that State 
undertakes, and on how, and with what economy, these functions 
are carried out. In contrast to both private and other legal 
individuals expenditure is the primary and income the 
secondary consideration for the Treasury. How much the State 
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can collect through taxation depends on the income of its 
citizens and also on the functions it assumes. On the 
one hand a tax of 10 per cent, on an average income 
of one thousand dollars will leave the tax-payer less for 
his own consumption than a tax of 20 per cent, on an 
income of two thousand dollars, prices being the same. On 
the other hand, the individual will be able to contribute more 
if the State gives him more ; if the State grants old-age pensions 
it can increase taxes by the amount of the life insurance premium, 
or again if the Norwegian government provides consumers with 
free electricity from its waterfalls, the tax could and should 
be considerably increased, because the State cannot supply its 
benefits gratis. Finally, the burden of taxation varies according 
to the manner in which the tax is assessed ; a tax on income 
can absorb a greater average percentage of the total revenue 
of the population than the consumption taxes (such as “la 
gabelle ” or salt tax) in vogue in France under the absolute 
monarchy, which in their effect approached to poll taxes. For 
these three reasons, the attitude of such writers as Falbe-Hansen 
and Leroy-Beaulieu is purely arbitrary when they assert that 
the State must never take more than 10 to 12 per cent, of the 
total income of its citizens : according to circumstances such a 
percentage may represent too much or too little. There is 
naturally a limit to the amount of taxes that can be levied, not 
only as regards what the population is able to bear (in this 
connection it may be pointed out that many taxes imposed 
by absolute monarchies have proved that a too burdensome or 
badly adjusted taxation destroys a country's productivity) 
but also as regards the will to contribute, since a citizen who 
considers a tax too burdensome and unjust will resort to tax 
evasion, an act which is not always equally immoral. When 
one speaks of the natural maximum limit of taxation, this 
applies to a policy covering a long period ; the burden of taxation 
for any one particular year must not normally approach so near 
to the limit as to leave no margin for unforeseen developments. 
A debate regarding “ Retrenchment "—such as the one now 
taking place in most countries—always seems hypocritical; the 
Conservatives attack the Social Welfare schemes, the left 
wing the expenditure for military purposes, in spite of the fact 
that the criticism ought by rights to be aimed at quite a different 
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thing, viz. that the State’s functions are not exercised according 
to the economic principle of achieving one’s purpose at the 
smallest sacrifice ; it is not against what the State does but against 
the way in which it does it that criticism should be levelled. 

A State’s revenue as estimated in a Budget will often prove to 
be insufficient; a Budget deficit may result from : (1) the fact 
that revenues and expenditures are not always contemporaneous; 
(2) the fact that the incomes and expenditures of a State’s business 
enterprises often fall in different periods; expenses, which 
should really be charged to several years, occur in one single 
financial year ; (3) unforseen expenditure which occurs once and 
for all, as, for example, damage done by floods or fire, sudden 
increase in coal prices, etc.; (4) extraordinary expenditures arising 
from the investments in new construction of the State’s interest 
yielding capital (e.g. railways); (5) expansion of State enterprises 
which are useful but do not return interest; and (6) war. To 
these must be added that (7) the ordinary revenues may partly 
fail (the consumption of spirits and tobacco may decrease, imports 
may diminish, the amount of trade turnover which determines 
the revenue from stamp-duties may decrease, just as the State’s 
enterprises may show decreased revenues owing, for example, 
to lesser patronage of the railways and telegraphs, and a 
period of depression will greatly diminish the revenue from 
income-taxes). The extraordinary expenditure resulting from 
capital investments counts heavily nowadays because it is not 
only in private industry that our methods of production require 
large amounts of fixed capital—or in other words that 
the disbursements involved by production in an ever- 
increasing degree consist of interest and amortisation— but 
also in the State’s enterprises (including railways, public health, 
education and defence). Fixed capital expenditure (the expansion 
and replacement of fixed capital), however, occurs by jerks. 
This fact in particular—the increasing importance of fixed 
capital in the activities of the State and the influence of the 
economic cycles which cause strong fluctuations in both revenues 
and expenditures—from time to time bring about a deficit 
in the State accounts not to be covered by the estimated 
revenues. 

The state’s Assets.— A private individual will in case of a deficit 
draw upon his capital. But the State’s capital is invested; (1) in 
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hospitals, schools, prisons, fortifications, and other public buildings, 
and in loans to local government bodies and special institutions; 
these are necessary for the functions of the State, and moreover 
are not realisable assets; (2) in economic enterprises such as 
means of transport, lands and mines; these properties can be 
sold, but rarely without great losses; since the State's motives 
in investing capital in such ways are not only to obtain a return 
but to benefit the Community, that is to say, that the advantage 
of public ownership goes partly beyond the question of their 
remunerativeness; these assets are consequently not such as 
can be realised merely with a view to covering a deficit unless 
there are political reasons for such a sale ; (3) the State may 
for various special Reserve Funds purchase and hold shares 
and bonds, which may be sold when the market price is favourable 
on the supposition, however, that such assets should be replaced 
in following years if the Reserve Funds thus depleted continue 
to have a valid “ raison d’etre 

Some years ago the Danish Conservative Party contended 
that the Government Reserve Fund contained too many Danish 
securities which would prove hard to realise in case the country 
got into war, and recommended the purchase of foreign securities ; 
the statement was in itself correct, but the World War and 
the neutrality of Denmark upset the underlying premises ; (4) 
finally the State may have deposits in banks or hold cash funds. 
If the latter be paper money, it may just as well defer putting 
the printing press in motion till it actually needs the money, 
unless technical reasons make it necessary. When Dr. Miquel 
became Minister of Finance in Germany, he made an estimate 
of the quantity of Government bonds and paper money which 
would be needed in case of war. The Government Printing 
Office replied that it would take some years to produce the 
necessary quantity and he consequently had the printing works 
enlarged. If on the other hand the State holdings consist of 
precious metals it may of course, in case of need, hand over 
the metal to the bank of issue, which in turn issues notes to, 
e.g., three times the value of the metal; but this is inflation , 
which may for that matter just as well be created without gold 
cover. The 120 millions hoarded in the Julius Tower at Spandau 
and gold pieces hoarded in a stocking produce the same effect; 
so long as they are kept out of circulation they will reduce the 
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possible medium of exchange and bring about a lower level of 
prices than would otherwise be the case; and when they pass 
into circulation from the tower or the stocking they cause a 
moderate inflation such as we experienced during the first months 
of the World War, when the gold from State Depositories, from 
general circulation, and from stockings found its way into the 
banks of issue. 

As regards bank deposits it is practical for the State to have 
such under circumstances not too abnormal; in case of extra¬ 
ordinarily large disbursements it is convenient for the Finance 
Minister to be able to draw on his deposits, but from an 
economic viewpoint the situation is not different from what 
it would be if the State drew on the bank without having a 
deposit, because the money which is deposited in a bank is 
with the exception of the necessary cash reserve—e.g. 4 percent. 
—lent to the public ; when the State draws on its credit balance 
the Bank must, in the same way as when it only grants the 
State credit accommodation, either avoid granting another loan 
to private clients or ask one of its debtors to pay up ; in both 
cases the effect on the business community is the same. From 
the administrative point of view, the State ought to main¬ 
tain certain bank deposits, amounting to e.g. a three months' 
need, and it is then reasonable to cover deficits occurring by 
utilizing such deposits, but they can never be very large. Bank 
deposits are convenient for the State Treasury, but immaterial 
from a national-economic point of view. 

Extraordinary Taxation. —Even as a government, in drawing 
upon the State's accumulations, covers current expenditures 
by means of funds accumulated {past taxation), so it may also 
cover a deficit by means of extraordinary i.e. current taxation, 
or by levies on future incomes, anticipated taxation , that is to 
say in reality by loans. 

If an existing tax is increased to an appreciable degree, e.g. 
by 50 per cent, the old axiom applies that a difference in quantity 
often produces a change in quality in the same way as “ too 
much ” makes an efficient medicine a deadly poison. (1) The 
regulations for each tax must be broad and general, in disregard 
of individual cases, such as family obligations, dwellings, health, 
age, the time during which the tax-payer has been in possession 
of his wealth, etc.; in proportion as the tax increases, the 
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inevitable injustice to the individual ceases to be negligible and 
becomes vital; the remedy is to introduce into the taxation law 
more exceptions and special regulations, which in turn make the 
administrative machinery very expensive and inquisitorial in 
character, and which again afford new tempting loopholes 
for the evader. Every high tax violates, so to speak, Adam 
Smith s famous rules of taxation. (2) Every tax has incidences , 
that is to say attendant circumstances which affect the national 
economy, provide an unintended protection, favour or prevent 
the sale of certain goods or shift the productive forces ; a high 
tax renders these by-effects more violent and more damaging. 
(3) A tax levied once and for all, whether it be an increase of an old 
or an altogether new tax is fortuitous in its effects, because it is 
a matter of chance whether I happen to be this year in such a 
position as makes me a tax-payer ; a tax on real property would 
not have affected me last year if I had bought my property 
this year; this year I may perhaps have to buy new furniture 
or a new motor car, and I am then hit by an extra tax on luxuries 
which those will escape who will not have to make their purchases 
till next year; an increase in the income-tax falls on the man 
who this year, and not last year, got the opportunity of his life 
to make money ; it is only in the case of the tax on capital that 
this fortuitousness is eliminated, though here again the market 
value of securities (such as corporation shares) and real capital 
(such as factories) change from time to time. (4) The effect of a 
rigid taxation levied once and for all is very disturbing ; it may 
compel me to modify my consumption, to leave my house, to 
let or sell it, to realize personal possession at a loss, so that my 
sacrifice will be greater than the State's gain ; in so far as the 
tax falls on raw materials or complementary materials or, on 
the whole, on production at any stage, I am compelled to modify 
my production in some manner to incur too heavy losses, unless 
I am in a position to substitute a cheaper raw material for a more 
costly one, or a more expedient method of production for the 
one hitherto employed. (5) Every tax is subject to "the Law 
of Decreasing Return ” : it is a matter of experience that the 
doubling of a tax does not yield double the return. (6) Finally, 
it often happens that a new tax and sometimes an increased 
old one cannot be administered by the existing official machinery, 
and such an increase of taxation is often viewed by the Public 



HOW TO MEET A BUDGET DEFICIT 


7 


with disapproval; every law, including laws imposing taxation, 
must not only be based on the fiat of the legislative body, but 
must also have the tacit consent of the public ; and an extra 
tax is not supported by the force of habit, i.e. by the fact that 
the tax-payer is accustomed to it, which can render bearable 
a customary though unjust tax. There are times when the 
public cannot pay, viz.: when supplementary taxation coincides 
with a crisis with its attendant depreciation of securities. 

Whereas, within a margin of 20 to 30 per cent, of the total 
taxation, a supplementary tax contribution, spread over the whole 
system of taxation, can be justified, powerful reasons will under 
normal conditions militate against an increase over and above 
that margin ; it may therefore become necessary for the State to 
borrow, and the State Debts will then become a normal part 
of public finance administration in the capitalistic community; 
it will only be in exceptional cases that a State has no debts as, 
for example, the U.S.A., whose debts in 1835 amounted to only 
37,000 dollars, or after the end of a victorious war where the 
defeated party really pays the stipulated indemnity (as was the 
case with Germany after the war of 1870-71). 

A last possibility which may be said to be included in the 
preceding one, is a falsification of the currency , a subject which 
will be treated elsewhere. But both borrowing and depreciation 
of the currency are such great evils that, in many cases extra 
taxation is to be preferred. 



CHAPTER II 


Basis of Public Credit 

Nature* 6f the Credit. —In order to contract a loan the State 
must enjoy a certain credit. (1) When it has to provide a 
security, a pledge, a mortgage on the State domain or a mortgage 
of personality, it is a case of real Credit , based on the value of 
the security and limited by that value. The same applies to 
the security afforded by pledging other assets of the State, 
such as railways, monopolies, “ regalia ” (royal rights of 
economical value), and even sources of taxation. As long as 
the State’s economy was based on property or rights belonging 
to the State its borrowing capacity rested on real Credit . The 
whole of the State’s property or some specific article of value may 
serve as security for a loan ; a mortgage may serve as a general 
guarantee for the whole debt of the State or for one particular 
debt, and such a mortgage is often attached to the particular 
property for the acquisition of which the yield of the loan is 
employed. (2) The State’s Credit may be of a personal nature, 
as was the case in the Middle Ages, when owing to the lack of 
a sense of the economic solidarity of successive generations, 
the debts of the State were looked upon as the personal debts 
of the king, and of no one else. As it was a matter of experience 
that the “ verbum regium ”, the king’s promise, inspired no 
confidence, royal loans for which no pledge existed had frequently 
to be backed by the guarantee of the successor to the throne, the 
members of the imperial council, the members of the city councils 
and wealthy private citizens. In central Europe after the war 
the State’s credit was backed by guarantees from banks and from 
the manufacturers. (3) In our time the State’s credit is neither 
personal nor real, resting, as it does, on the will of the people to 
recognise through generations a legally contracted debt, and 
on the acknowledgment of the State as a relatively permanent 
organisation. The credit of the State has become dissociated 
both from that of the king and from that of the present 
generation. 



BASIS OF PUBLIC CREDIT 


9 


Conditions. —This State's Credit which as we have seen , is 
neither personal nor real, depends for its existence on certain 
objective and subjective conditions. The former may be of an 
external character, resulting from the whole economic structure 
of society : (a) that money economy prevails, (6) that the 

community in question possesses a commercial and industrial 
organisation, (c) that it possesses a large number of transferable 
securities, and (d) an international exchange market characterized 
by (1) an investing public which is willing to remain passive 
capitalists, (2) a class of professional middlemen, stockbrokers 
or individuals who wish to have their money tied up for a short 
space of time only, (3) stock exchange customs and usages, (4) 
periodical quotations, and finally (5) a widespread knowledge of 
State securities. The objective and internal conditions are that 
the society on which the State rests has a certain measure of 
wealth manifested not only as temporary capital, but also as 
productive power. The extent and quality of the land, the 
available capital, the character and the technical ability of the 
population together with its distribution in the various occupa¬ 
tions, etc., all these determine the productive power of a society, 
that is to say its economic potentialities. 

The subjective conditions are the acknowledgment on the 
part of the citizens of an obligation to pay taxes for the 
redemption of debt contracted by their government, the existence 
of a constituted body whose acts legally bind the State, peaceful 
conditions and prospects of peace ; finally the government of 
the State must not be of a despotic nature ; it must have an 
orderly budget within the limits of which the expenditure is 
kept, and which is distinct from that of the sovereign, guaranteed 
by steady revenue, by public accounts rendered, and by the 
presence of auditing authorities. Some authors have identified 
these conditions with a demand for a liberal regime, equally 
removed from socialism and absolutism. This assertion goes 
too far in view of the fact that Tsarist Russia enjoyed public 
credit; neither does the existence of a socialist government 
preclude the observance by the State of its obligations, or prevent 
it from entering into contracts with citizens of another State. 
The safest form of financial administration is that in which the 
Executive is kept sharply distinct from the organs which have 
the power of appropriation and control, as in Germany before 
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the revolution and in Denmark before the final victory of the 
principle of parliamentary responsibility in 1901. Parliamentary 
government places the real power in the hands of a committee 
of that party which happens to be in a majority in parliament 
and identifies the controllers with those whom they are supposed 
to control, and such a system, whether democratic or aristocratic, 
is destructive of sound finance. Local claims will be given too 
much weight, the conservative parties will press for court and 
military expenditure and for local and industrial subsidies, 
while they will be disposed to sacrifice the rights and prerogatives 
of the State to be exploited by private interests; the radical 
parties will press for measures of social relief and for the increase 
of the administrative staff. Moreover the political leaders, 
educated in the school of parliamentary work, will often be mere 
orators lacking financial experience, while their outlook will be 
limited by the possible outcome of the next election. A complete 
destruction of the credit of the State takes place when, as in the 
case of Greece, Spain and in many South American republics, 
the parliamentary system degenerates into the alternative 
control by one or the other of two equally corrupt parties. 

The constitution that lays down which organ of the State is 
empowered to contract loans must command respect and possess 
vitality. Usually binding debts can be contracted only with 
parliamentary sanction, but debts may also be contracted 
without previous legislation, that is according to custom or 
administrative necessity. (1) As an owner of railways and 
workshops the State must be able to contract commercial and 
general debts, (2) the administration cannot avoid current 
debts, in goods and salaries, (3) civil servants must provide bonds 
and the State can, under certain circumstances, undertake to 
pay pensions for life. All the debts included under 1 to 3 must 
be regarded as sanctioned by the legislation authorizing the State 
to conduct the activities of which they are a sequence. (4) To 
this must be added loans from banks due to the non-coincidence 
of revenue and expenditure. But here again the rule that 
quantity determines quality applies ; if e.g. a Danish Minister 
of Finance draws on the National Bank to the amount of 
5 million £ sterling, the transaction requires the sanction of the 
Finance Committee, such sanction according to Danish custom 
being binding on the " Rgsdag ” (Parliament) at all events as 
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regards the third party. And yet how much coal can the State 
Railways purchase on credit ? A Finance Minister may be 
tempted to utilize the gross revenue of a State undertaking for 
other purposes, and cover the expenses by administrative debts. 

Authority for Loans. —All the provisions of the law which 
authorizes the creation of debt must be known to the individual 
giving credit to the State; for a Government cannot pledge the 
State beyond its constitutional powers. The bank that negotiates 
the loan is always cognizant of the law authorizing the loan ; 
thus the American bankers negotiating loans to the Scandinavian 
countries during the war, sought legal advice in order to make 
sure that the authorization was satisfactory. 

The law authorizing a loan will in most cases lay down the 
amount and the rights of the creditor ; however, Parliament may 
grant a general authority for raising loans without specifying 
the exact sum, though stating the object for which the loan 
is raised, thus indirectly limiting the amount, as for example 
in the case of railway loans. In some countries, as e.g. in 
France, some of the terms of borrowing are left to the discretion 
of the head of the State, whereas the details are determined by 
a resolution of the Ministry of Finance. For an overdraft at 
the banks a receipt from the said ministry will be sufficient; 
in many cases it will simply be a matter of book credit. 

In the case of important loans a bill of exchange or a bond 
provided with sheets of coupons is issued as the instrument 
of the debt; for this five documents are necessary : the Act with 
the accompanying State resolution and the proclamation of the 
Ministry of Finance, the contract with the bank negotiating the 
loan, the prospectus inviting subscriptions to the loan, the main 
bond, which nowadays is rarely issued, and finally the partial 
bond. The contract may sometimes be signed by proxy, 
either by a special delegate or by the diplomatic representative 
of the borrowing State in the country of the lender. The contents 
of these five documents need not be quite the same ; thus in the 
case of one of the Danish loans, floated in America during the 
War, the terms of the prospectus published were more 
advantageous to the State, as regards the form of repayment, 
than the Act authorizing the loan. 

Sometimes a State is not at liberty to contract debt; the 
constituent members of an association of States may have 
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surrendered part of their liberty of action in this respect and in 
some federations the consent of the federal authority is required ; 
in the U.S. certain kinds of debt may not be incurred by the 
individual States, while some federations fix a limit to the debt 
that may be contracted by their constituent members. A State 
may have undertaken not to contract loans without the consent 
of old creditors. (Greece, Austria and in part Turkey, not to 
mention* 4he general limitation of the financial autonomy of 
Germany and Austria now imposed on these States.) 

Finally the constitution of a certain State may lay down definite 
rules of procedure : the necessity for a qualified majority, a 
certain specified time for debate or, as is the English practice, 
the adoption of a parliamentary resolution before the passing 
of the Act. In many of the individual States of the U.S.A. a 
loan requires the same procedure as an amendment to the con¬ 
stitution, while in some cantons of Switzerland, loans must be 
approved by a referendum. 

The terms of redemption and the payment of interest are 
stated in the contract (and on the bond) which must be held by 
the State as sacred and inviolable. Even though interest and 
redemption charges are embodied in a Finance Act passed by 
the Legislature the refusal of Parliament to grant supplies 
does not free the government from the obligation to meet the 
expenditure contracted for. Bankruptcy can only be effected 
by an act of Parliament. In countries with budgets voted for 
several years or with a standard budget supplemented by annual 
additional grants, the interest and redemption charges will 
always be found on the permanent, not on the supplementary 
budget. Thus in England the service of the National Debt, 
the civil list, and certain expenditure connected with salaries 
and pensions constitute a permanent charge and do not have to 
be voted. In certain countries the obligation to discharge the 
debt forms part.of the constitution: the French constitution 
of 1814 laid down that the National Debt was “ guaranteed and 
inviolable ”, and in the U.S.A. the federal constitution prohibits 
the passing of legislation “ impairing the obligations of contract 

In the Middle Ages the individual members of the corpora¬ 
tions which had stood security for the king's debts were liable 
to seizure together with their property. There is even a case 
on record of a citizen of London being arrested in a town in Italy 



BASIS OF PUBLIC CREDIT 


13 


because the Corporation of the City had undertaken a guarantee 
for the debts of the King of England to a local banker. In our 
own time the question whether the individual citizen can be 
held responsible for the ordinary debts of the State either pro 
rata or with the whole of his property, assumes some importance. 
In practice the answer has been in the negative; and in con¬ 
sequence the State may find itself unable to meet its obligations 
when wealthy citizens evade taxation by removing their capital 
across the frontiers; at the time of the entry of the U.S.A. into 
the war, the Government was empowered to confiscate the 
sums due by Americans to German citizens ; however, after the 
war neither England nor America would carry out such a 
sequestration of German securities deposited on their territory 
and referred the owners to their own government for credit 
for the amount of the sequestered property. What has prevented 
the Allies from taking part of the reparation payments in this 
manner is not only the difficulty of tracing German credits in 
foreign banks, coupled with the fact that these credits were often to 
be found in allied or neutral countries under the name of a native, 
but also the fear of setting up a dangerous precedent of 
confiscation. 

Control. —Gaston Jfeze, the brilliant Parisian jurist, who 
has the faculty, rarely found in lawyers, of grasping the true 
bearings of economic problems, has discussed how best to prevent 
a Government from misapplying loans. M. Jfeze recommends 
the English system, which he describes as follows : the Act in 
question specifies accurately the purposes for which the loan is 
to be spent, before the loan is disposed of, a Secretary of State 
must inform the Treasury of the character and duration of the 
proposed expenditure. The Treasury officials and the Comp¬ 
troller and Auditor-General must refuse to apply the loan till 
the said estimate has been submitted and must see that the 
credit is made use of only in accordance with the terms of the 
grant. An annual account of the expenditure connected with 
the loan is examined by his staff and made the subject of a report 
to the Treasury. The balance is often used for redemption 
through the agency of the “ National Debt Commissioners 
M. Jfeze would have the Auditor-General give not only an 
analytical survey of the individual items of expenditure but also a 
synthetic report on the expenditure actually covered by the loan. 
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He further criticizes those unspecified “ votes of credit ” which do 
not state the specific items on which the grants are to be applied 
and which leave open the amount of the loan ; on the whole, 
M. Jeze objects to “ block credits ” in any form, because such 
credits make the government careless. Especially during a 
war the urgency of the measures to be taken will often tend to 
make a Government forget to ascertain whether sacrifice is in 
proportion to the object desired. More especially the military 
leaders are apt completely to lose sight of economic aspects of 
the case in their insistence on tactical or strategical considerations. 
Thus if the German General Staff had paid some heed to economic 
considerations it would probably have subjected the occupied 
territory to a less ruthless treatment. The same may be said 
to apply to the exactions of the French army of occupation in 
the Ruhr and the Sarre. The proper sphere of the soldier is 
fighting, not politics or finance. It may be a moot point for 
which of the two subjects, politics or economics, soldiers are 
least equipped. 



CHAPTER III 


The Lender 

Subscription.—A State can borrow from foreign States, from 
the subjects of these States—usually from bankers—and from 
its own citizens. In old days it borrowed from high officials, 
the king's vassals, landowners or merchants, and, during the time 
of the absolute regime, by the renting out of taxation, 
prerogatives and mining rights, and also from foreigners who 
received a temporary permit of residence in the king's territory, 
e.g. in the case of travelling merchants, Hanseatic colonists, 
Lombards and Jews. The Crown can apply to corporations 
such as the municipalities of towns, to banks and industrial 
companies and to the various classes in the community—formerly 
to the different social orders, the nobility and the clergy, 
nowadays to the economic classes, viz. : the associations of 
shipowners and manufacturers. In the same category as 
loans from leases of taxes (“ farmers general "—French : 
fermiers generals) can be classified the loans from public 
contractors. 

Another classification is after the manner in which the public 
is approached. (1) People can apply for “ restricted " or for 
" unlimited " loans, in which the State accepts all sums offered 
in subscription up to any amount. Usually people apply to be 
put on the subscription list , for sums not necessarily in round 
figures, receiving a receipt which can be rendered negotiable. 
Under the absolute monarchy the subjects were encouraged 
to make such “ deposits ” under a promise of royal favour, 
title, nobility or exemption from taxation. (2) If the State's 
credit is good, it can solicit subscription, through public offices. 
The State then runs the risk of the loan not being subscribed 
in full, besides of incurring the displeasure of the banks. There 
is one special form of subscription loan ; application is made 
direct to the savings banks, a procedure which the principal 
Danish banks, headed by the National Bank, tried to 
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prevent during the war; or again, the State may try to have 
its bonds taken up by foundations and trust funds. Nowadays 
loans are negotiated; the banks can thus take up the whole of 
the loan at a fixed price, calculated in such a manner as to 
yield them a profit of at least 3 per cent. The banks then assume 
the full risk of obtaining the full subscription from the 
public. Another method is for the bank to subscribe the loan 
for the State, at the same time making an agreement with a group 
of capitalists or with other banks whereby the latter take up that 
part of the loan not subscribed by the public. The guarantors 
(the “ underwriters ”) will then receive a commission. On 
principle, the State ought to ask for bids (“ tenders ”) from 
various banks and accept the best terms offered, but this 
procedure is not worth much owing to international conventions 
between the great banks, to which most of the home banks 
adhere, or, as is the case with the banks of small States, act as 
direct agents. It will often pay to issue the loan through a 
bank, because it knows its clientele, has at its disposal the 
necessary advertising machinery, and has a reputation that will 
assist the loan. When a bank has advanced money to the 
Government or has discounted the State’s bills of exchange, it 
will insist upon the issue of negotiable bonds, that is to say, 
negotiate the loan itself or, as the Danish National Bank did 
during the war, secure the formation of a group of banking 
houses to take over the loan with a view to subsequent sale. 

In the eighteenth century the State assumed the sole risk for 
subscription ; only in England could this risk be assumed by 
underwriters. There were at that time some few houses which 
held a sort of monopoly of State loans ; in England a number 
of so-called Goldsmiths’ Companies held this monopoly, which 
was upset during the Great Revolution by a Jewish banker who 
in turn held the monopoly until the Rothschilds came in and 
dominated the bond market. The Rothschilds had the modem 
means of advertising in their immediate control, continued the 
business of insurance on the account against loss on exchanges 
carried on by Dutch and English stock jobbers, and succeeded 
in creating a favourable market for the securities which the 
firm was desirous of selling. 

The subscriber may be a bona fide investor or a speculator in 
the appreciation of bonds. Sometimes it is desirable to attract 
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speculators and temporary investors ; sometimes it is desirable 
to put them off when over-subscription is feared: in France, 
State loans have sometimes been over-subscribed 30 times. 
One method of avoiding this is to put up “ eine Sperre "—“ an 
injunction ” ;—a provisional, registered scrip is issued, and it is 
only at the time the first coupon is paid that this scrip is 
exchanged for a negotiable bond. 

Formerly the banking house took over the administration 
of the loans it negotiated, that is to say it received from the 
State the stipulated interest and repayments on the total loan 
and distributed these among those of its clients who had taken 
up the bonds. This can still be done for loans negotiated through 
the medium of foreign banking houses. 

Volantary Loans. —When a loan is contracted on a commercial 
basis the State becomes a competitor in the capital market, 
thus causing the price of money to rise. The Government will 
be in a position to reconsider whether, from a social point of view, 
it would not be better for the time being to give up the proposed 
expenditure to be covered by the loan. Such meditation on 
the part of the State, however, is excluded if it has already 
incurred the expenditure, and if the leaders think in terms of 
politics and not of economics; and finally because, apart from 
the question of the profitableness of the investment, weighty 
politico-social considerations may enter. On the money market 
those investments which, with the given distribution of the 
national income, promise the greatest return will receive first 
support, and on the amount of capital forthcoming will depend 
the number of those in need of capital to receive satisfaction ; 
if little capital is forthcoming, those undertakings showing the 
probability of the smallest return will be discarded as applicants 
for credit; house-building at present; whereas on the other hand 
a distribution of the national income that enriches a large 
number of people will provide an opportunity of profit for 
industries producing articles of luxury, for example splendid 
restaurants, jeweller's shops, etc. But social considerations 
may make it more important for the community to be provided 
with houses than with high-class confectioners' shops, and may 
justify the State in lending money to undertakings, such as house¬ 
building, which give a return less than the current rate of interest. 

Moral pressure is an element of patriotic voluntary loans; 
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a certain public sympathy can bring about better conditions 
for a loan than would be warranted by the normal state of the 
market.; for example in France in 1789 and 1790, in 1831 and 
1848 (but not in 1871), in England in 1798 and 1817-18. The 
last two loans are typical of the pitiful yield of patriotic loans : 
only two thousand pounds were subscribed for the first and 
for the last only twenty pounds ! Business is business, and 
charity charity, and they should not be mixed. Patriotism 
at 5 per cent, interest and a disagio of 4 per cent, is humbug; 
if patriotism is strong enough, a tax is the suitable measure ; 
if not, then a commercial loan must be resorted to. During and 
after the war many loans bore patriotic names : re-union loan, 
restoration loan, victory loan, and liberty loan. Sometimes the 
label concealed a moral pressure exerted on people who were 
not free agents (as in Germany) or suspected persons (as in the 
U.S.A.). One French patriotic loan in 1914 was at 5 per cent., 
interest paid in advance, and the French victory loan of 1918 
was at 5 per cent, and offered a premium of 50 per cent, at 
drawings; both these loans were exorbitant considering the 
state of the market. Only once in our day has a patriotic loan 
been a real success : during the war with Spain a loan of 700 
million dollars in the U.S.A. was over-subscribed seven times; 
this was due partly to the fact that the national banks were 
compelled to use U.S. bonds as covering for their note issue, 
and partly to the banks' fear of a forced loan. This fear, in 
the Middle Ages, often brought about miracles; in those days 
rulers asked their subjects for voluntary presents and loans, 
benevolences ; in fact, in ancient Rome the Emperor asked to be, 
and succeeded in being, made testamentary legatee. The great 
lady is well known who lent Edward the Fourth of England 
twenty pounds, saying : " A kiss from a handsome and powerful 
prince is worth twenty pounds", whereupon His Majesty 
embraced the lady many times with as much pleasure as profit 
to himself. Mr. Rode, the Danish minister, succeeded during 
the war in obtaining a loan from the shipowners by threatening 
them with a tax, a proceeding which finds its parallel in the 
Middle Ages, when the king, under a threat of a capital tax, 
billeting of soldiery or recruiting, extracted a loan from the clergy 
and from the towns. In England, in 1917, Bonar Law hinted 
that if he could not get^a taxable loan at 5 per cent, he would 
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resort to a compulsory one ; it worked ! In 1917 in the U.S.A. 
a similar threat produced a loan at 3f per cent., and in 1918 
the Federal Finance Minister stated that he would not give more 
than 4J per cent.; a threat of compulsion helped New Zealand 
to obtain three good loans, yielding a total of 60 million pounds, 
and in 1921 Norway succeeded in obtaining from the banks a 
loan at 6 per cent, at the price of 99, this also under the threat 
of a forced loan. We may speak of compulsory loans proper 
when savings banks, institutions and trusts are persuaded to 
invest their capital in State bonds; the most striking example 
of this is Austria in 1760. In England the State bonds in postal 
and other savings banks have often been withdrawn and 
exchanged for annuities running for a certain fixed period; 
in our day State bonds in most countries are by law stated 
to be “ mundelsicher ”, meaning: preferable for trustees’ 
investment. 

Forced Loans. —Our first domestic loans were of the nature 
of forced loans; a compulsory loan was negotiated direct with 
vassals, bishops, monasteries and municipalities; this was 
subscribed to according to wealth, measured by certain facts 
easily ascertainable, and according to the degree of the king’s 
power over the subject. Sometimes he dealt with one class 
or one town alone, which then shared the loan amongst its 
members. The Jews, both individually and as a body, were 
compelled to lend money to the ruler in exchange for protection 
and permission of residence. The principle was that a certain 
class or town taxed itself for a round sum, to be distributed 
among the members or townsmen according to the same principle 
as the tax on capital (“ precar ium ”). In the eighteenth century 
the forced loan has often been raised on the basis of declared 
capital and in our day is progressive with the capital; but it 
may also be based on a multiple of the income (an Italian project). 
During the war we saw compulsory loans levied on specially 
favoured trades and during the Napoleonic wars, the Danish 
“ privateers ” were compelled to subscribe their share of prize- 
money to public loans. 

The power as well as the poverty of the king are revealed 
everywhere in compulsion. In France the house of Valois 
raised compulsory loans from the time of Louis XI; the Burbons 
imitated them, Cardinal Mazarin being very much in favour of 
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them. England made use of forced loans during the struggle 
for France and under the Tudors, this method of borrowing not 
coming to an end until the Petition of Parliament in 1627. The 
forced loans, however, under the absolute regime were chiefly 
contracted with the farmers-general who, in own “regie” controlled 
the State monopolies, the mines and also most of the farmed 
sources of revenue, and who were compelled to make advances 
to the Sf&te over several years. As a matter of fact, under the 
absolutist rdgime the loans out of foreign bills and of silver lying 
in the banks of issue and even the loans supplied in paper money 
were not voluntary from the banks' point of view (Charles II of 
England, Christian VII of Denmark). A compulsory loan in 
Austria in 1705, as well as a Danish loan one hundred years later 
were levied on household silver to be melted down ; with the 
compulsory Austrian loans in Venice and in Lombardy in 1859, 
and the Russian loan in Poland six years previously, to punish 
rebellious and “ ill-disposed ” districts, we come to the transition 
stage to war loans in occupied enemy territory, a system also 
employed by Germany during the late war in the same manner 
as by the great Napoleon. 

In 1918 the Italian Government put forward a scheme for 
a forced loan; in the following year Nitti suggested a tax on 
capital which the parliamentary committee wished to transform 
into a compulsory loan bearing interest of £ to i\ per cent.; but 
the propertied classes organised a violent press campaign and 
Nitti had to be satisfied with a loan at 5 per cent., issued 
at 87 and guaranteed by the banks, and a tax on capital, the 
result of which was partly nullified, owing to the sum being too 
small and the loan spread over a period of thirty years. Later 
on Giolitti tried to raise a real tax on capital once and for all 
for the amortisation of the debt, this tax to be supplemented 
by a forced loan. Once again a violent press campaign was 
organised; the. employers threatened a general lock-out and 
Giolitti fell. In France, after the war, Klotz, Clemenceau's 
finance minister, suggested a compulsory loan for the con¬ 
solidation of the floating debt, but Ribot, the typical bourgeois- 
republican parliamentarian, succeeded in persuading the House 
that the free method of loan-raising was the better. 

If the Government can one-sidedly fix a low rate of interest, 
it loses its means of judging whether an expenditure ought to 
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be undertaken at once or put off to a later date. Further, 
compulsory loans upset not only the whole money market but 
also all the financial arrangements of the individual citizen; 
to a voluntary loan only those persons subscribe who have 
available means; with a compulsory loan it is true the State 
only receives the means that are available (for it cannot get 
anything else), but to render them available the citizens must 
perform a number of operations, by means of which the individual 
whose capital is tied up can procure cash from those who hold 
it. The loss to such a tax-payer is then greater than the benefit 
derived by the State; in the first place he must dispose of his 
capital at a loss; and secondly, the compulsory bond will 
perhaps not even secure a price of 50 in case he sells, as the 
interest is low, not to speak of the fact that compulsory bonds— 
by virtue of their origin—inspire little confidence. Nowadays 
one cannot tamper with the rate of interest nor the probability 
of its permanence without a consequent modification in the 
value and negotiability of the capital equivalent, since from the 
owner's point of view capital is, in the private sense, nothing 
hut capitalised free income. 

A forced loan is not confiscation ; but in so far as it is the 
outcome of the right of the State to levy taxation, it is equivalent 
to a tax on capital equal to the capitalisation of the difference 
between the market rate of interest and the rate of interest on 
the loan—in fact a little more, in that it also involves losses 
to the subscriber, due to the sudden realisation of his assets the 
forced loan has compelled him to resort to. As far as a forced 
loan is equal to a tax, it must fulfil the condition of being 
universal, that is to say that all those who are in such and such 
a financial position shall be proportionately assessed. In the 
case in which a tax, according to the principle of acquired 
benefit, can be imposed upon a class, a profession or a district 
enjoying a monopoly or special facilities from the State, a special 
compulsory loan will be justified ; a compulsory loan on specified 
individuals or institutions is nothing but plunder, resorted to 
from time to time in the Middle Ages and under the absolutist 
regime—not for this reason any more justifiable. 

However, there are cases where compulsion may be resorted 
to : (a) To obtain money to repay a loan ; for, in such a case, 
if the renewal cannot be secured without a premium, a voluntary 
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loan would only enrich the capitalist class right and left; from 
the social point of view the compulsory loan in this case will 
not upset the right investment of capital, as the old bonds 
will simply be exchanged for new ones ; but individuals suffer, 
it is true, by the change in their financial arrangements; I 
should prefer a forced extension of the duration of the expired loan 
(this idea is not the same thing as a compulsory loan). The basis 
of a large part of Europe’s funded debt is made up of the com¬ 
pulsory consolidation of the floating debt, a sort of bankruptcy, 
which only affected the casual State creditors and so far lacked 
the character oi k'general burden, (b) When a State is faced 
by a boycott from the banks or by an artificially high rate of 
interest, (c) When the Government has taken up a line of 
inflation, which lessens the purchasing power of money, it is 
unjust to cast the burden of this depreciation on the voluntary 
creditors of the State alone. (< i) During a period of rising 
prices a forced loan can prevent extravagance and bad investment 
of capital; a forced loan in the three Scandinavian countries 
on industry, shipping and commerce in 1918 would have spared 
those communities heavy losses, (e) The argument that the 
State realises a saving in interest has weight, however, only 
when the State’s debt has accumulated during a war period ; 
here the consideration of putting the State s finances on a sound 
basis will be so vital a factor for the return of society to normal 
conditions that a compulsory loan may be the lesser evil. Now 
a forced loan has not only one, but two opposites, viz., a voluntary 
commercial loan and a tax on capital; in many cases an honest 
capital levy will be preferable to a compulsory loan, because 
its effect, as regards putting the State’s finances on a sound 
basis, causing a restriction in consumption and a fall in 
the level of prices and the rate of exchange, will be more far- 
reaching than that of a compulsory loan, which almost as much 
annoys those who have to subscribe to it. The advantage of a 
compulsory loan, apart from that of a lower rate of interest, is 
merely a longer term of amortisation; in other words, a post¬ 
poning, not a solution of the financial problem. 

The subscriber to a compulsory loan usually receives a bond 
which may or may not be negotiable; under the absolutist 
regime in lieu of a bond an annuity was paid over a period 
of years or for life, in-order—amongst other reasons—not to 
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weaken the credit of the State by allowing compulsory bonds 
to come on the market. The compulsory loan can also be 
raised in the form of a tax on capital or, as suggested by 
Neerguard, the Danish minister, on income; the tax receipt 
can then either be provided with the so-called “ Steuerfundation ” 
(tax-foundation), that is to say, that after a certain time it can 
be used to pay the crown taxes, or, after the same period of 
time, it can be exchanged for an interest-bearing bond. 

A State sometimes raises a compulsory loan by selling, for 
instance, foreign bonds reserved for special purposes, and 
replacing them by crown bonds, as was done in Denmark in 
1864 with the “ Sound Fund ” assets, accumulated out of 
indemnities paid by foreign seafaring nations for the abolished 
“ Sound Dues" on ships passing Elsinore. In such a case 
there is, so to speak, no loan, but a consumption of property; 
it is a dangerous proceeding when the assets concerned are 
destined to cover debts to a third party, as in the case of postal 
savings banks, royal life pensions or institutions akin to the 
German system of insurance against old age. 

Masked Subsidies. —In the Middle Ages and under the 
absolutist regime the State often raised loans from other 
States; the Italian city-states and the Hanse towns started 
giving subsidies in the form of cheap loans ; under the absolutist 
regime it was England and Holland, and in the 20th century 
England and the U.S.A., who furnished loans to their Allies. 
In the history of Denmark both French and Dutch subsidies 
are known to influence the foreign policy of a needy king. 
France assisted the rebellious American colonies with a loan of 
8 million dollars and a direct personal present of 1,200,000 
dollars. During the World War the Allies advanced one another 
approximately 26 milliard dollars, and Germany's confederates 
must be owing her 3 milliard dollars. 

These loans are often raised on favourable terms, and the 
borrower usually expects that he will at the very least be able 
to make an agreement with his creditor. With this sort of loan 
one must “ fear the Greeks, even when they come with gifts ” ; 
when the great powers furnish loans to small countries, especially 
when these lie in South America or Asia, or in the Balkans, it 
is with the same end in view as when, in the Middle Ages, the 
Hanseatic towns lent to the Scandinavian kings so as to have 
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the opportunity to interfere in their internal affairs or to obtain 
trading concessions or privileges for their own merchants. 
The Anglo-Russian treaty dealing with the spheres of influence 
in Persia is a typical mixture of the selfishness of great powers 
and of the greed of capital. The same holds good as regards 
private loans when guaranteed by foreign governments. For 
the moment the Austrian Reorganisation Loan is guaranteed 
by the Allied Powers. A State can become the debtor of another 
State, for example by purchasing land from that State, by taking 
over with a captured territory a proportional share of the debts 
of the vanquished State, or by omitting to fulfil the obligations 
incurred. Thus Brazil to-day still owes to Denmark its share 
of the indemnity due for the suppression of the Sound Toll (1857), 
and Denmark has a claim 150 years old on Spain for subsidies 
promised. Finally, a State may be the creditor of another State 
through a peace treaty allowing for war indemnities. 

Union of Bond-holders. —As a debtor the State's position is 
stronger than that of any private individual; her creditors 
cannot only lose their rights in the same way as other creditors 
through limitation (just as when a creditor who has delivered 
goods has not claimed his due in time), but also if the State 
refuses to pay. In our day domestic creditors to whom payments 
are overdue will, advised by the bank, form a union ad hoc with 
legal, political and journalistic resources not at the disposal 
of foreign creditors, who can only hope to make good their 
claims by bringing pressure on their own government; but for 
this an organisation is necessary, as represented in England 
by a “ corporation of foreign bond-holders ", founded in 1868 and 
sanctioned by law in 1898. It is composed of six persons 
elected by the banks and six persons elected by the London 
Chamber of Commerce, with power to increase the number 
to nine, if this body finds occasion to bring together the bond¬ 
holders of a bankrupt country. It begins negotiations with 
the country concerned and brings pressure on the English 
Government so as to have its assistance in the matter. In France 
there has existed since 1898 “ l* association des porteurs francais 
de valeurs etrangeres ", chiefly composed of delegates from the 
big banks. In Germany these associations are called " Schutzver- 
b 'dnde ausldndischer Glaubiger * * . Special institutions, which carry 
on the business of accountants and trustees may intervene, as 
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for instance in France “la Societe Fiduciaire,” in England the 
so called Finance Trusts , which are themselves large holders of 
bonds, and in Germany for example the ‘ 'Deutsche Treuhandgesells - 
chaft ”, not to speak of the so-called American “ Trust Banks ”, 
whose principal business is the administration of property on 
behalf of absent or minor owners. After the World War, similar 
associations were formed everywhere, especially by holders 
of Russian securities. 

Between the State and its creditors lies the National 
Debt Commission , which under the absolutist regime was often 
under the same management as the State Bank. The Bank of 
England is at the same time the chief cashier of Treasury funds, 
the office of the collector-general of taxes, and the administrative 
element in the National Debt Commission ; and further, the 
Bank is in direct contact with holders of State bonds, which 
it also prints and issues. The Bank is represented among the 
National Debt Commissioners by two members who, with three 
ministers and the “ Speaker ", control the payment of interest 
and amortisation and in whose name the Bank purchases the 
bonds to be redeemed. In many countries there exists an 
agreement between the bank of issue and the State with respect 
to the payment of coupons, etc. 



CHAPTER IV 


Different Kinds of Debt 

Administrative and Fiscal Debts.— A debt can be certified or 
uncertified (for example a debt incurred through a loan as against 
a book debt), an administrative debt or a financial debt, floating 
or consolidated, unfunded or funded , unsecured or mortgaged, 
and finally on short or long term . 

The administrative debt is created in part by the States* 
enterprises that wish to have the usual commercial credit, and 
in part by the administration proper, which will as a rule show 
arrears both in receipts and in expenditure ; the debt, contracted 
by the State in connection with certain tasks it carries out, 
and which is in the nature of delayed payments, such as pension 
grants to civil servants, their sureties, direct insurance and 
obligations incurred by postal savings banks, also forms part 
of the administrative debt. Part of this debt can be fairly 
agreeable, as one can reckon that some of the payments falling 
due will be met by other deposits ; on the other hand the State 
savings banks, for example, may in critical periods be drawn 
upon to an extraordinary extent; for this reason probably 
the Danish State renounced the policy of allowing savings banks 
to deposit their money with the Treasury. Moneys of this kind 
must be held separately and apart from other State funds or as a 
self-contained fund (as in the case of the Danish State insurance) 
and must not be invested in Crown bonds, for a recognised 
claim on the State is none the safer for being in the nature of 
a bond. Some States may seek to obtain that class of money 
in order to obtain loans at a low rate of interest, but public 
savings banks and insurance institutions may sometimes offer 
a high rate of interest so as to encourage the working man 
to economize and to insure himself (as for example in England 
and Germany). 

The Financial Debt comprises such loans as are raised 
for the purpose of covering a deficit or a special expenditure; 
an administrative debt becomes a financial one through the 
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malpractice of the administration in extending its payments 
beyond a reasonable period; for, leaving out of consideration 
the amounts of sureties, contributions to pensions funds, 
insurance premiums and savings deposits, the administrative 
debt will be a short period debt, floating and usually non- 
certified. 

Funded Debt. —(1) The oldest form was the personal mortgage , 
where lands were given in pawn ; in the 17th century such 
pledges assumed more of a commercial and less of a feudal 
character. (2) In the 18th century they totally disappeared 
and were succeeded by mortgage loans on property as in the 
German States. (3) The pledging of the revenue from mines 
and of the royal prerogatives, inherited from the Middle Ages 
was continued until the French Revolution ; to this was added 
the pledging of a kind of quasi-capital such as the public 
monopolies and certain trading privileges, the chief feature of which 
was that the property in question acquired its value as a pledge 
not so much from its own intrinsic nature as from the tax 
possibilities it gave rise to (for example the salt monopoly). 
Here the creditor controls the source of revenue as is the case 
of (4), the farming of taxes —above all taxes on consumption, 
but also special taxes on income, capital or persons. The 
farmers-general of these taxes often advanced to the king 
several years' income, and they naturally took advantage of 
their position. The last pledges given by Denmark were those 
of the Sound Dues in 1825 and the Old Land Tax in 1849, but 
we did not allow our creditors to control the sources of taxation. 
In Turkey and in Greece both taxes and the revenue from 
State prerogatives are pledged to the International Commission 
for the National Debt, and the Commission administers certain 
State revenues through the medium of a company. Finally, 
in Austria and in Germany, certain monopolies and prerogatives, 
in the former the salt monopoly for example, and in the latter 
the railways, are under a special administration controlled by 
the guaranteeing Powers, in Germany for the payment of 
reparations and the gold loan, in Austria for the reconstruction 
loan. 

The pledging of prerogatives and of sources of taxation is 
justly considered to be very dangerous, as this procedure impairs 
the sovereignty of the debtor State, as the pledges may be 
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administered to its prejudice and particularly because foreign 
governments may use the opportunity of meddling in the 
debtor's affairs. (5) After the war, by insisting on guarantees 
from the banks or from industry in the case of loans in the 
Central European States, a return was made to the secured loans 
which played such a leading part in the Middle Ages and up 
to 1660; the king's ministers and counsellors, the vassals, 
rich citizen^ municipal authorities and, under the absolutist 
regime, the farmers-general, stood surety for these loans, for 
which the kings were regarded as personal debtors; more 
often than not the guarantors had to repay the loans and the 
king compensated them with grants of land. The guarantor 
also gave surety in his own person ; we see in the 16th century, 
both in Antwerp and in the Italian cities, that the creditors 
of the English king demanded the arrest of City merchants 
because London City had guaranteed the king’s loan. 

In the 17th century the funding of loans commenced, in that 
certain revenues were reserved for the payment of interest 
and amortisation. Sometimes this was done by a sort of 
mortgaging the source of revenue concerned. This was called 
assigning State revenues to the creditor; but revenue was 
also passed into the reserve fund for the State's own sake in 
acknowledgment of the principle that, in contracting a loan, 
care should be taken to have a covering for the expenses 
successively to be incurred in connection with it. The simplest 
method is to assign a single year’s revenue from voted but 
not yet collected taxes as covering for a loan in advance ; later 
such large loans are raised that makes it necessary to assign the tax 
revenue over several years. The first English loans in the 
17th century were all based on anticipated, taxation. In the 
19th century, in order to raise a loan for the construction of 
railways and the like, these frequently were charged with the 
cost of interest and amortisation of the loan, or their surplus 
receipts were put aside for the redemption of the bonds issued. 

The Funding System proper consists in the formation, at the 
time of the raising of the loan, of a fund which is " endowed ” 
with a sum, once and for all, or a fixed annual grant or the 
revenue from certain taxes. One particular method is to raise 
say 100 millions where only 90 millions are needed, to keep 
on paying the interest on the 100 millions and place in a special 
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reserve fund the 10 millions, the interest on which will be 
constantly employed in the purchase of the bonds on the 
market until this fund redeems the total quantity of bonds 
issued. Ricardo was justified in maintaining that sinking funds 
are illusions we create for ourselves; the " mercantilists ” 
looked upon sinking funds as a gold mine discovered by them, 
“ the realised alchemy ” ; but it is sometimes wise to deceive 
oneself. Many property owners in Copenhagen, whose houses 
were hypothecated in their " Credit Association ”, have benefited 
from the self-delusion arising out of the sinking fund, which 
compels the debtors to continue bearing the same annual burden, 
in spite of the gradual amortisation of the debt. But naturally 
one must have the means of so doing; there is no advantage 
in contracting a loan at 4 per cent, to pay off a loan at 3 per cent. 

We see the first formation of a reserve fund out of income 
contemporaneously with the raising of a State loan in Holland 
in 1640; 45 years later the Papal States converted a loan 
to advantage and utilised the saving of interest in paying off 
the debt. In England Walpole assigned the surplus from different 
sources of revenue for debt payments ; but it was Ric. Price 
who first understood the calculus of interest and interest on 
interest which lies at the foundation of sinking funds. In 
1786 Pitt grasped the idea. First, one million pounds sterling 
had to be placed in reserve per annum, and this reserve had to 
increase with the interest and compound interest until the 
fund amounted to 60 millions, and then the stock of State 
bonds was to be burned. 

In 1802 this fund was amalgamated with another. The 
taxpayer did not like paying taxes for the benefit of the fund. 
In 1819 the amount annually set aside for the reserve fund 
was therefore reduced and ten years afterwards the practice 
ceased altogether. Those funds were rather a doubtful advantage, 
as the Napoleanic wars forced England to constantly raise 
loans more costly than those which were amortised. Gladstone 
replaced the bonds held by the savings banks with a series of 
annual payments which included a percentage for amortisation. 
With the sums thus received the savings banks in their turn 
purchased Consols , which were again converted in the same 
manner. In the 'seventies a certain annual sum was set aside 
for the sinking fund; the amount of this sum was reduced by 
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a Conservative Government. At present there are a number 
of English loans provided with a kind of sinking fund, in that 
at the same time as Parliament votes the credit a certain sum 
is voted which is destined to redeem the bonds of the loan. 

In the chapter on France we shall see that those financial 
acrobats, John Law and Necker, adopted the idea of an automatic 
repayment of the national debt; but it was only in 1816 and later 
under Nap^eon III (1866-70) that France had a sinking fund 
in the proper sense of the term. In Denmark the 1825 loan 
was provided with a similar fund, Norway adopted the principle 
in 1818, and Austria from 1806 to 1859. The only sinking fund 
which was really successful was the Prussian “ Tillgungsfond ” 
of 1820-68—a success due to the fact that the reserves were 
properly constituted and that no new debts were contracted 
at a greater cost than the one amortised. Now that the funding 
system has been practically abandoned and replaced by a 
system of amortisation in accordance with the contract, the 
terms “ consolidated ” and “ funded ” debts are employed 
synonymously. 

Floating Debts. —In the Budget everywhere nowadays the 
floating debt is contrasted with the consolidated debt. The forms 
of the first-named, which is a short term debt and not fixed, are : 
(1) book debts , in which are included most of the administrative 
debt, and (2) the current account debt at the bank of issue for 
the financial year. In Denmark during the world war the 
finance minister made an excessive use of this access to easy loans. 
As a matter of fact all States drew in this way on their banks 
during that period, in a ridiculous manner in France and Central 
Europe, but even in England “ advances , ways, and means ’* 
amounted in 1919 to close on 500 million pounds sterling. (3) 
One can also borrow from the banks on the strength of bills 
at 30 days or six months; these are issued for large amounts 
and only in very exceptional cases they are sold on the open 
market; special constitutional conditions rendered the latter 
measure necessary in France; the Danish minister of finance 
has in 1925 offered his bills on the open market instead 
of drawing on the national bank. (4) One particular kind of 
State bill is the treasury bill , covered by the revenue 
of certain particular taxes or of all taxes. These are issued 
for large sums {appoints say of 10,000 crowns) and are 
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suitable for the ordinary cash balance. They run for example 
for one year, if the rate of interest be 3 per cent., they are issued 
at 97 and increase in value week by week (calculated on the 
back of the bill) until at the end of the year they are redeemed 
at par (Denmark issued such bills in 1848, '64 and '70 and during 
1914-18). In Austria they are called Tresorscheine, the other 
German States and the German Confederation of the North 
have issued Schatzscheine. Since 1897 the German Empire 
has had authority to issue up to 500 million marks in short 
term treasury orders, which were also negotiable outside 
Germany. In olden times in England “ tallies " were issued 
on the strength of voted income not yet recovered (“ tally " 
is a notched stick on which claims could be cut at a period 
when the faculty of reckoning was not every man's). Under 
William III Montague issued Exchequer Bills to be employed 
for the payment of taxes and in respect to which certain 
anticipated revenue was often assigned; besides these treasury 
bills were issued, a measure frequently resorted to during the 
late war. (5) Tresorscheine, treasury bills and exchequer bills 
can serve as a means of payment, and do duty as a voluntary 
accepted paper money, especially when the treasury accepts 
them as payment for taxes ; the next step is to issue these bills 
for rather small sums, to make them non-interest bearing and, 
if made legal tender , they are paper money —at the best a forced 
loan, at the worst an expropriation. 

(6) As a treasury bill can change into paper money, it will 
become a short term exchequer bond by prolonging its term 
from one to five years. During the war short term bonds, both 
in belligerent and neutral countries, were the principal means 
adopted by the State to raise money. Since the rate of interest 
soon became fixed at 5 to 6 per cent., and as the bonds were 
issued under par, the public found these more profitable than 
long term bonds. After the war they became a source of great 
trouble to the exchequer, as they matured at once during 
the first years of peace and then had to be exchanged for long 
term bonds at a high rate of interest. France has in this way 
100 milliard francs running (bons de tresor a de la defence ), which 
are imperilling her financial and political equilibrium (1926). , 

(7) The burden of capitalised pensions could be classified as 
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a floating debt; one can also consider this as a fixed non- 
amortisable debt, because, even though the individuals in 
receipt of pensions change, the annual amount to be paid will 
for the most part remain the same. 

Consolidated Debts. —A consolidated debt is a fixed long period 
debt, the amortisation of which is provided for. In pursuance 
of this idea definite State revenues should really be set aside for 
the payment^ interest and amortisation as was done for the first 
English consolidated loans (hence the abbreviation “ consols ”). 
The consolidation originated during the absolutist regime by 
an arbitrary and compulsory fixing of the floating debt; con¬ 
solidation often goes side by side with unification , viz., the 
creation of a uniform type of debt as regards interest and terms 
of repayment. In the 19th century the various types of debt 
were everywhere unified; in Austria we have both between 
1812 and 1820 and in 1867 the famous homogenifications. 
Austrian bonds existed in three different currencies bearing 
ten different rates of interest and with very varying terms 
of redemption. (The consolidated debt must not be confused 
with the English “ Consolidated Funds ”, a common term applied 
to certain fixed expenditures not included in the annual 
Budget vote.) 

The consolidated debt is represented by (1 ) a bond ; originally 
the State issued to the lender a hand-written (registered) bond 
for a broken sum ; if the amount of this was sufficiently large 
the lender formed an association, the members of which took 
on themselves a portion of the claim and as a receipt were given 
a " fevers ”, issued by the first lender; this revers by degrees 
became the partial bond; later on the State issued printed 
partial bonds direct to the various lenders. In 1672 in Holland 
the bond was still in handwriting, and the Danes had hand¬ 
written bonds right down to the threshold of the 19th century. 
Holland is the country where the bearer bond originated; in 
the first place the bond issued to the subscriber becomes transfer¬ 
able ; it may be endorsed " in bianco ” in the same way as it 
can be issued " in bianco In Austria in 1761 we find that 
name bonds are provided with interest-bearing coupons to bearer, 
as later in the U.S.A.; only in the 18th century did England 
adopt the bearer bond; in the 19th century the practice of 
issuing to bearer becomes common; thus, in the words of 
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Sombart , we possess in the bearer bond " the typical and 
objectified claim ", where the creditor is the temporary owner 
of the bond and the debtor is the State, that is to say all the 
other members of the community; we have thus a " fungible" 
scrip easily marketable. The Governments, however, prefer 
the bearer bond ; thus Denmark resolved in 1858 that all bonds 
should be issued to bearer, but was in 1912 persuaded by 
the banks to permit that bonds could be issued to named 
holders. 

(2) A person desirous of safeguarding his title may deposit 
with the treasury a sum of money and have in return a receipt 
which is an extract from the State register; in this case the 
registration vouches for the claim, as in France. Here the 
Convention introduced “ Le Grand Livre" (Register of the 
National Debt) with 86 sub-registers for the Departments, in 
which is kept a record of Departmental State creditors, only 
the balance of the Departmental registers being recorded in 
the great Book; the registration, not the mere possession 
of the extract certificate, is the evidence of title ; it is not enough 
to transfer the certificate—the sale has to be completed by 
a deed of transfer ; but the transfer may be registered to bearer 
(since 1831) and then the certificate is as an ordinary bond. 
The interest coupon is usually—as in the U.S.A.—to bearer. 
In Denmark, during the Napoleonic wars, the exchequer 
solicited money deposits from private individuals (alluring 
them by offers of royal orders or handles to their names) 
so as to prevent State bonds appearing on the market, which 
the king deemed detrimental to his credit; nowadays (Act 
of September, 1901) the registration is no longer the voucher 
for the title; the ownership of the bond suffices; but the 
bond may be deposited and a receipt for it obtained to bearer; 
this receipt can be made transferable, it can be issued for a 
certain quantity of bonds, but also for specified bond 
numbers (in the event of drawings or because they bear foreign 
stamps which facilitate their negotiability abroad). The State 
registration office will often be prepared to detach coupons 
and forward the interest thereof to the holder by post. In 
Denmark in 1913 only 10 million crowns were inscribed in the 
register—in 1922, 200 millions! In England the Bank 
undertakes the registration. 
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Where no regulation is in force the question arises whether 
special regulations for cancellation and vindication are desirable ; 
this depends on the extent to which it is desirable to make 
the bearer bond easily negotiable. As to coupons due and 
those falling due at the next term, it is practical to deal 
with them according to the same rules as apply to cash. 

Before the war bonds were often issued in the currency of the 
country conjoined ; in the 'eighties the small Powers began to 
issue bonds in their own and in foreign currencies alternatively, 
so as to facilitate their passing from one country to another. 
During and after the war the holders took advantage of this 
stipulation to demand their interest and the contingent 
amortisation in the most valuable currency in which the bonds 
had been issued : in Dutch florins or in dollars. The Danish 
bonds of 1894 alone were issued so as not to produce too heavy 
claims in crowns ; but as a rule such two-currency bonds become 
in fact gold bonds. Finland attempted to refuse payment 
in gold, but gave up the attempt; other countries refused 
the gold privilege to their own subjects but granted it to 
foreigners ; in these cases a statement drawn up before a notary 
public that the person concerned was permanently domiciled 
in England, for example, and had been the holder of the bonds 
for a certain time, was insisted upon ; this affidavit of domicile 
did not produce the bad feelings that might have been expected. 

Bonds issued through the medium of foreign houses are 
almost always issued in foreign currency. After the world- 
war the paper currency regime has resulted in States now also 
issuing gold bonds or bonds in dollars. This brings us back 
to the practice prevalent until the beginning of the 19th century 
of the creditor exacting from the State, in exchange for a loan, 
a bill issued in a recognised currency, such as the Venetian 
ducat or the Florentine guilder or in some other currency with 
its weight and standard defined; for example, the French 
livre tournois , or a recognised commercial currency such as the 
Rhine guilders , defining at the same time how many corresponded 
to a mark or to a pound in metal, or again a unit of weight 
was taken such as the silver mark; finally, a fictitious unit 
of reckoning such as the Hamburger banco was given, 
corresponding to a certain amount of silver, so that at the 
time of repayment in minted coinage its silver equivalent could 
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be calculated and turned into markbanco. (Vide Cailleaux’s 
loan guaranteeing a limit below which the franc could not 
decline without compensation to the creditor.) 

(3) A royal annuity is not a right to a principal sum but to 
an annual income for all time or for a fixed period. In France 
the pre-war fixed debt was the “ rentes ” ; the name originates 
from the fact that in the Middle Ages the king's fixed revenue 
was called " rentes ”, which were objects of sale (usually with 
the option of re-purchase) and then capitalised at 10 to 15 times 
their amount; owing to their nature they cannot be called in 
by the creditor. 

(4) To this must be added the so-called dette viagere , annuities 
and life annuities; they may run for the whole life of the 
beneficiary, they may be perpetual, or they may be for a limited 
number of years (terminable annuities). They were created 
under the absolutist regime, for example when the State withdrew 
a privilege, as when Louis XV bought the Posts from the holder 
of that privilege ; royal favours were often bestowed in this 
form, just as the first pensions were life annuities granted to 
individuals. Lorenzo Tonti in 1653 suggested to the French 
king to form insurance unions, the so-called Tontines , in the 
following manner : a number of people each paid in the same 
amount, on the total of which sum the State paid interest 
at the rate of, say, 6 per cent. The interest was equally divided 
among the survivors at stated times, and at the death of the last 
subscriber the principal went to the Treasury. 

In the different forms of life annuity debts the State made 
what were in reality very risky contracts, in which it was, 
generally speaking, the losing party, sometimes owing to the 
lack of reliable mortality tables, sometimes owing to those 
fraudulent practices inseparable from the administration of 
finance under the absolute monarchy as well as under the 
mediaeval kings. As the members of Edward Ill's “ privy 
council ” bought up claims on their insolvent king for a mere 
song and immediately obtained from the Treasury full payment, 
the courtiers of the Tudors tried a similar game ; and in France 
the great Sully holds that Henry IV’s financial advisers were 
" brigands", because they imitated the English privy 
councillors; Colbert was not so bad as the most corrupt of 
all ministers, Mazarin, but he was not entirely blameless. 
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(5) To catch the eyes of the general public the absolute 
monarchy rendered its bonds attractive by adding an element 
of chance : a premium loan is a loan with a prize drawing or 
one in which the low rate of interest is compensated by a yearly 
increasing sum in repayment. It forms so to speak the transition 
from the ordinary loan, where the latter is amortised at 5 to 10 
per cent, above par. In the 1819 Danish loan in Hamburg 
special premium bonds, equal to one third of the total loan, were 
distributed by lot among the purchasers of bonds. Finland 
had premium bond loans in the 'eighties, Norway in the 'nineties ; 
Sweden had a Railway loan in 1860 and a theatre loan in 1889, 
in which 10 million crowns worth of bonds were issued in 
20 crown bonds; these mature in 1947 and will finally be 
redeemed at 40 crowns. The complete step is taken when in 
the so-called lottery loans the bonds become lottery tickets 
which, while yielding a small interest, give the holder the right 
to participate in a prize drawing ; Sweden issued the premium 
loans of 1922- 23, which bore no interest, the State having no 
public lottery. Frequently this form of loan is resorted to 
for indirect ends: Red Cross, exhibitions and theatres. 
The lower the rate of interest and the longer the term of 
amortisation, the bigger will be the prizes that can be 
ottered. Switzerland, who by the way has forbidden money 
lotteries, in times gone by has raised lottery loans at interest 
rates varying from 0 to 5 per cent, and carrying prizes with 
a maximum value of 300,000 francs. The Brussels bonds 
maturing in 1996 yield an interest of 2 per cent.; the Congo bonds 
yield no interest at all but very large prizes are given ; it 
is possible to give large prizes in the Turkish drawings, for these 
extend over 104 years. The value of lottery bonds increases 
in proportion as the date of their maturity approaches; the 
Freiburg loan bonds, which were bought for 15 francs in 1861, 
have now trebled in value, the prizes increasing yearly in number 
and in value; the State profits also by the fact that the man 
in the street does not keep an eye on the drawings. A special 
tax may be imposed on prizes in premium bond or lottery bond 
drawings : in Denmark a stamp duty, in France a ten per cent, 
coupon tax, which was increased in 1923-24. Russia deducted 
5 and Austria 20 per cent, from both the coupon and from the 
prize. Most countries are on principle opposed to premium 
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and lottery bonds, and they display their virtue by forbidding 
other States to advertise such loans on their territory (for example 
England); a Danish law of 1911 forbids the sale of part premium 
bonds, a German Empire law of 1871 limits the issue of such 
loans. 

All States try from time to time to unify the form of their 
loans; sometimes they try to consolidate, sometimes to fund, 
sometimes to make loans unredeemable and sometimes to 
convert annuities and premium bonds into regular loans, thus 
acknowledging the true principle that a State must not make 
a profit by deceiving the public at large ; State bonds ought 
to be simple, uniform and easy to understand; thus in the 
long run they will acquire a firm standing in the most extensive 
and safest market. This is all the more important, as it is 
impossible for them to be quoted rightly on the Stock Exchange 
if the loans to which they refer have complicated conditions 
of issue ; they will be quoted on the Exchange at a low figure for 
a long time and will only be allowed to rise in value when the 
accumulated benefits or the prize drawings approach, and then 
they are held by the few—the bankers. 



CHAPTER V 


Conditions 

Expediency of Contracting Loans. —The first questions a 
chancellor of the exchequer must ask himself are : (1) for what 
purpose shall I use the loan ? (2) how much must I borrow ? 
(3) is a loan the preferable alternative ? (4) can I provide for 
the payment of the interest and amortisation ? (5) and how much 
can I borrow ? The first question involves that the loan and 
the use to which it is put should be intimately allied, whether 
the expenditure is reproductive or not, and what generations 
or classes will benefit by the measures which have rendered 
the loan necessary ; the third question compels him to consider 
whether it would not be more advisable to spend the State’s 
assets or levy a tax, or whether the market is such that he should 
rather give up the proposed expenditure, however reasonable 
its object in itself. Similarly, the question can be asked whether 
the State ought to raise a loan at a lower rate of interest and 
place the proceeds thereof at the disposal of trades or institutions 
which enjoy less credit. With regard to the fourth question, 
England, contrary to Denmark and Germany, has stuck to the 
principle of providing for means of repayment and interest 
either by new taxes or from other sources of revenue as soon 
as Parliament has given assent to the loan. The fifth question 
necessitates an examination of the state of the money market : 
finding out how far the issue of a new loan will harden the terms 
for the borrower; for nothing is more dangerous to the credit 
of a State than the failure of a projected loan. All those 
questions can only approximately be answered at random, 
and political and national-economic considerations will always 
be the deciding factors. 

Effective Interest. —The other questions a finance minister 
must set himself can be answered with precision : (1) What is 
the rate of interest in his own country and abroad ? The rate of 
interest provides him with a guide as to how the free capital 
must be distributed among the various possible investments 
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and as to where among these there is room for the proposed 
measure. Naturally this will not be the deciding factor, for 
social considerations can render necessary an expenditure 
yielding but a small return ; however, the question, for example, 
of building a bridge in substitution of a ferry must be settled 
essentially by taking into consideration the prevailing rate of 
interest; the lower the rate, the more will be left for amortising 
the cost of construction. In this line of thought the minister 
must take into consideration how his projected loan would affect 
the market; the object of the loan may be fairly reasonable, 
but in view of the market situation, it may be advisable to put 
it off for some months. 

(2) Is the interest on the loan equal to, above or below the 
market rate ? The difference may be due to the fact that 
the State enjoys an excellent or a very poor credit , or that 
the terms under which the loan is raised are more or less 
favourable, or again that the State bonds by law are acceptable 
for trustees' investments. The interest varies inversely to the 
price of issue; if for inst. 4| percent, can be offered at 112, 4 per 
cent, at par and 3£ per cent, at 90,1 must, in order to have in hand 
£1,000 incur a debt of 900, 1,000 or 1,100 pounds sterling; a 
simple calculation suffices to find out what rate of interest will 
be the most advantageous; still the period of amortisation 
must be taken into account; if the latter is long it will be profitable 
to accept the low rate of interest and to be satisfied with a below- 
par issue (which corresponds to a greater indebtedness) because 
the difference between the low rate of interest and the normal 
rate will create the means of amortising a greater debt. The 
argument in favour of a low rate of interest is that it is ornamental 
and that people willingly buy below par so as to accumulate 
a surplus corresponding to the difference between prices of issue 
and redemption; but the state of mind may as well be 
in favour of a high rate of interest; add to this that with a low 
interest the government is debarred from a conversion when its 
credit improves or when the market rate of interest changes. 
A high rate of interest gives a high priced issue, the yearly 
amortisation charge becomes less, but there is no saving in 
interest on which to depend for amortisation ; a high rate of 
interest, however gives a possibility of conversion as soon as the 
state of the market or the borrower's credit improves. The high 
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interest-bearing bond loses in value in proportion as the time 
for its redemption approaches, the low interest-bearing bond 
increases in value. A normal rate of interest with an issue at 
par is preferable ; if that is beyond reach, the high rate of interest 
is to be preferred for all short period loans or for loans the 
conversion of which can be foreseen. (3) Thus there is 
complete correlation between the price of issue and the 
interest offered. (4) One form of issue under par is 
a bond issued at 100 but redeemable at a premium , as 
for example the Danish loan at 110 ; this looks better 
than an issue under par; the State’s debt must be entered in 
the books at the price of redemption. (5) An issue at a low 
price can be masked by the fact that the subscriber makes 
successive fractional payments and yet draws the full interest 
from the date of his subscribing, or by the fact that the loan, 
to be repaid in gold, is obtained in currency of inferior value or 
in other immature bonds , or again in goods , or the interest may be 
paid in advance or quarterly. From the price of issue must 
be deducted commissions , lawyers’ fees, stamp duty if this falls 
on the State, and the money the banking house exacts 
for its assistance in the administration of the loan. If the price 
of issue , the rate of interest and the period of amortisation be 
taken together, the effective rate of interest really to be paid will 
be found. 

Redemption. —(6) Without knowing the terms of repayment 
we cannot form a judgment on the price of issue or the interest 
demanded. A loan can be unredeemable by both parties; 
but the State cannot be bound down to pay the high interest 
for ever : it has morally the right to repay the principal sum in 
spite of the wording of the bond. Unredeemableness ought only 
to be binding on the creditor. This does not cause him a 
prejudice, as the State bond is negotiable in the highest degree 
and in fact often changes hands ; this one-sided unredeemable¬ 
ness allows the State to decide if and when it wishes to repay 
or convert the debt. A demand by the creditor of repayment 
by the State would always occur at a time when the State itself 
was short of cash. Nowadays a loan will be redeemed in con¬ 
formity with the terms of the contract, for inst. in ten to fifty 
years, usually through amortisation : the method of paying a 
creditor an annual sum, greater than the interest due, can only 
be adopted when the Government is dealing with one big 
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individual lender, for example a financial institution, who can 
set aside the sums paid in respect of amortisation. As a general 
rule amortisation will proceed, not in respect of individual bonds 
but in relation to the total of the loan, either by drawings (as in 
a lottery.) or by the annual purchase of bonds in the open market, 
by which procedure the quoted price is kept up. The yearly 
amount of amortisation may be a fixed sum, or it may be pro¬ 
gressive or degressive from year to year, and it can be such that 
interest plus amortisation gives the same amount each year, 
with the result that the quota of amortisation constantly 
increases. The State can have guaranteed to set aside certain 
sums to secure amortisation and, without being bound to do so 
by contract, it may have a sinking fund, or it may generally adopt 
the principle of applying a Budget surplus, variable in its 
very nature, to the purchase of bonds. It is not advisable 
to buy a certain series of numbers or special series, for the brokers 
and bankers would get wind of these purchases in time and would 
buy the bonds in a weak market and compel the State to redeem 
at par. A couple of hundred years ago the king’s servants 
thus cheated their master. 

Other conditions. —(7) In the case of a foreign loan the State 
can put a “ sperre ”—an injunction—against the return of the 
bonds to the country within a year. (8) Sometimes attached 
to a loan is the condition that certain goods shall be 
bought from the lenders; this often implies usury when 
applied to States which are on a weak footing or to 
exotic countries; the loans advanced by America and 
England to the Allies were frequently in the nature of war 
material which was not delivered at the actual cost price. (9) 
Another condition is that the associations of bondholders previously 
mentioned shall have a certain right of supervising the debtors' 
finances. (10) During the absolutist regime important lenders 
sometimes received titles, were ennobled by letters patent or, 
what was worse, were exempted from taxation into the bargain. 
The equivalent as regards exotic loans is that the lender reserves 
for himself valuable concessions. (11) The loan contract can 
contain as a condition the creating of a sinking fund or the 
provision of mortgage securities. (12) Sometimes the interest 
cannot be seized by the bondholders’ creditors, or again the 
privilege can be granted that the bonds may be tied in 
fideicommissum or put under " manumorte ” 



CHAPTER VI 


Politico-Economic Conditions 

Financial Control. —Besides these, however, there are four 
mainly political conditions attached to a loan ; the questions of 
financial control , exemption from taxation , the currency , and the 
right of conversion. 

Among the historical examples, rather limited in number it 
is true, of the right being granted to the creditor of controlling 
the administration of the State’s finances—an outrage on 
sovereignty—there is that of Turkey . After the bankruptcy 
of that country, a " Conseil d’administration " (board of manage¬ 
ment) was set up in Constantinople in 1881. England let her 
" Council of Foreign Bondholders ” appoint its representatives on 
that board, whereas France, Holland, Germany, Austria, Italy 
and Turkey left it to their banks to elect representatives; this 
international board pays the interest on the amortisation of 
Turkey’s national debt and in return administers and receives 
the revenue from the salt monopoly, the duty on alcohol, the 
stamp duties, the fishing rights of the State, and certain rights 
in Anatolia. The tobacco monopoly is farmed out to a company 
which administers it under the supervision of the board, without 
whose permission the Ottoman Government cannot modify 
certain rates of taxation and the monopolies. In 1898 a “Com¬ 
mission Internationale ” was set up in Greece to put in order the 
national debt, and the commissioners, through the medium of 
la Societe de Regie des Revenues affectes au Service de la Publique 
Hellenique , administer and receive the revenue from the salt, 
paraffin, match, playing-card and cigarette monopolies as well as 
the tax on tobacco, certain stamp duties and the customs receipts 
at the Piraeus ; the Government cannot modify the basic rates of 
these sources of revenue, nor can it raise new loans without the 
sanction of the commission. Germany has now withdrawn from 
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these commissions, but, on the other hand, just as Austria after 
the World War, she is under a financial control intimately 
connected with two relatively insignificant gold loans. Further 
the maritime customs of sundry Chinese harbours are pledged 
for foreign debt, in the same way as during the reign of Edward I 
of England the mayor of London and other good burghers, after 
having reduced their claims, were “ going on the Southampton 
Customs ”. 

Taxation. —Another special condition may be that the bonds 
shall be free of tax ; this latter may be (1) a stamp duty, (2) a 
tax on stock exchange transfers, (3) a general tax on income 
and capital, (4) a coupon tax as part of a combined set of 
taxes on all incomes in the community at the source from which 
they flow ; we may use the term taxes on “ functional ” versus 
“ personal incomes ”; (5) the special coupon tax and (6) 
legacy duties. 

The exemption from stamp duty will scarcely raise the 
price of the bond as much as the amount of the stamp. It is 
in itself very doubtful whether the tax on transfer of shares ought 
to be accompanied by a similar tax on bonds, most 
countries having only a nominal tax on the transfer of State 
bonds. The question of exempting bonds from income tax is 
more important, whether the tax be claimed from the person 
who receives the income or at its source, that is to say as a 
personal or real tax. As a tax on income affects everyone 
equally, it has no effect on the factor of capitalisation , that is, 
how many years' purchase equalise the value of a certain 
perpetual income. The income tax in the shape of a coupon tax 
as a part of a combined tax at the source of income, will fall 
upon any national owner, and the burden will not be shifted 
by reducing the value of the bond, since it falls on all investments 
of capital. On the other hand bonds which go abroad are not 
in the same position whether the tax is purely an income tax 
or a coupon tax; in the first case the foreign holder is exempt 
from the home tax, and is only subject to the corresponding 
income tax in his own country ; but a coupon tax will also be 
deducted on interest paid to foreigners, and consequently abroad 
the bonds will be quoted at a figure, so much lower as 
corresponds to the capitalised amount of the coupon tax (this 
consideration defeated a Danish projected tax on income at its 
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source in 1901). From this it is clear that the exemption from 
the ordinary personal income tax is a gift—“ don gratuit ''—to 
the domestic bondholder. 

A special coupon tax which is not compensated by other taxes 
at the source of revenue will always cut down the price when the 
loan is issued. If imposed after the contracting of the loan, the 
coupon tax is in contradiction to the first conditions of the 
loan and * must be regarded as a cloaked bankruptcy. 
Experience teaches us that the higher price obtained by the 
State, in relinquishing its right to tax, will not proportionately 
compensate the lo^s to the exchequer. And such losses 
can attain a high figure, as we have seen in the U.S.A., 
where even an administration so pronouncedly favourable to 
the capitalists as that of Harding voiced the popular indignation 
at the fact that the holders of bonds free from taxation, to the 
amount of milliards, took no share in the very heavy burden 
involved in the payment of interest. The same complaint is 
heard in France where, during as well as after the war, in taking 
up consolidation loans, untaxed bonds have been issued. Austria 
in the 'nineties issued bonds free of tax ; England, on the other 
hand, although she has her Income and Property Tax , involving 
tax on the interest of capital, has refused to issue untaxable 
bonds; Conservative Governments have been as rigorously 
hostile to them as Radicals. This may be ascribed to the fact 
that the English Conservative party, just as the German Con¬ 
servatives, contains a certain aristocratic element and con¬ 
sequently is more in sympathy with the State's point of view 
than is the case in countries such as U.S.A., France and Den¬ 
mark, where the Conservative parties bear the mark of a 
bourgeois-capitalist class, partly hostile to the State. In 1868 
in Austria a very heavy special tax was levied on coupons as a 
kind of cloaked bankruptcy. What has been said here is not 
in defence of the coupon tax. 

The Currency. —The absolutist regime had a third special 
condition to consider, namely that the loan was issued in one 
currency , to be repaid in a more valuable one. The collapse 
of the value of various currencies after the World War has 
resurrected this element of chance. In the first place, should a 
loan, contracted in a depreciated paper currency, be redeemed 
in gold ? Must a loan, raised when the value of the Danish crown 



POLITICO-ECONOMIC CONDITIONS 


45 


was 18 American cents, be repaid at the gold equivalent of the 
crown at 27 cents when this condition has not been expressly 
stipulated ? Or must a loan, raised at a time when the level of 
prices was such that 50 pounds sterling were the equivalent of one 
cow, really be repaid in its entirety at a time when £50 represents 
the value of three cows ? Does not this involve an element of 
gross usury ? This consideration must bring about an early 
imposition of supplementary taxes , so as to repay a loan 
contracted when the level of prices was high; the realisation 
of this point may make a State hesitate to return to the former 
level of prices before the loans, raised in domestic depreciated 
currency, are repaid. This consideration will also bring about 
the censure of the neutral ministers of finance who raised loans 
when the level of prices was high (when the taxable revenue in 
Denmark is 3,500 millions crowns) without thought of the heavy 
burden that will result from the repayment of the loan when 
prices have returned to their original level (and the taxable 
income is, for example, 1,200 millions), and maybe those leaders 
of English finance who have raised the pound to parity without 
reducing the war debt substantially, may get faint praise from 
posterity. 

The other question is whether for inst. a Danish loan should be 
issued in dollars , sterling or crowns. What is the degree of 
probability that the dollar, which is worth 6 crowns in Denmark 
at the time of issue of the loan, will be equal to 5 or 4 crowns 
at the time of repayment ? When in 1920 Denmark and Norway 
raised loans in dollars, the real interest of which was above 
9 per cent., they were, among other considerations, influenced 
by the hope that the rate of exchange at the time of repayment 
would be lower than the mean rate obtained, which for Denmark 
was about 6 crowns. Some people will hold that this is irrelevant, 
provided the exchange rate of dollars and the domestic level of 
prices do correspond, on which in turn depend the burden 
of taxation. 

Conversion. —The State has always reserved its right to 
redeem within the time of maturity, usually with the possibility 
in view of a profitable conversion due to a change in loan 
conditions, a possibility which is practically out of the question 
when bonds have to be redeemed at a premium. In the nine¬ 
teenth century, on several occasions at the end of a war, States 
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have converted expensive war loans; indeed, conversions have 
repeatedly taken place at intervals of three to four years. To 
stop this procedure the banks demanded that, in the 
case of loans yielding a high rate of interest, the State should 
be debarred from exercising its power of redemption during the 
first five or ten years, and we thus get to the conception of a 
limited option , as in the case of the English ten-forty loans , in 
which the tefcn runs for forty years and the State cannot call it 
in under ten years. Conversions have followed the fall of 
the rate of interest in the course of the century; the English 
conversions are typical of this sensitiveness to the fluctuations 
of the market rate of interest. 

A conversion may be compulsory (carried out one-sidedly 
without the consent of the creditor) and is then a form of 
bankruptcy, or it may be in accordance with contract, as in the 
case of the Goschen bonds of 1886 and the Prussian bonds of 
1908, where, after a period, the rate of interest was automatically 
reduced (conversion by “ echelons ” or by degrees), or finally, it can 
be voluntary , if the holder is given the option of accepting lower 
terms or of having his loan repaid. 

Usually the rate of interest is modified, (a) Conversion below 
par takes place, when the reduction in the rate of interest is 
purchased by an increase in the amount of the debt; in 1883 
England converted from 3 per cent, to 2J per cent, and increased 
the amount of the debt from 100 to 108 ; after the war of 1870-71 
France converted a Morgan loan from 6 to 3 per cent, and 
doubled the principal sum, and after the World War England in 
some cases bought a reduction in interest by greatly increasing 
the principal of her debt. The profit in this case is a matter 
of simple arithmetics ; but this kind of conversion is in principle 
unfortunate ; it prevents a reasonable form of conversion when 
the market really changes to the good, and the gain turns to a 
loss when a converted loan has to be redeemed before maturity. 
A similar form is " conversion en soulte ” where, instead of increasing 
the principal sum by reducing the interest, the creditor is paid 
cash a “soulte conto ” (a sum as compensation on account), that is 
to say : the creditor is tempted to accept the conversion by the 
payment to him of a cash sum. Finally, the principal sum may 
be increased through the reduction of the interest, coincident 
with the augmentation of the loan ; when the aforementioned 
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Morgan loan was converted, instead of 300 francs the bond was 
made out for 600 francs and the French State received from 
Morgan 124 francs cash ; thus the real increase in principal 
was only 176 francs. ( b) Conversion at a premium : The interest 
is increased and the principal reduced (England also made use 
of this form of conversion during the war) in order to lessen the 
burden of amortisation. Instead of reducing the principal the 
State can ask a creditor for small cash payment, (c) Conversion 
into another currency can be merely a matter of form, as when 
Denmark in 1873 changed from rigsdaler to crowns, but it may 
also be the expression of a compulsory composition, when a debt 
bearing the same face value is converted into a lower currency. 
Whether this is bankruptcy or not depends upon whether the 
conversion takes place suddenly (as in Portugal in 1894) or 
whether a legal sanction is given to a state of affairs which has 
been in existence for a long time and revealed either by a lower 
quotation of the bond or, what is more frequent (as with paper 
money), by a low rate of exchange, say in dollars, (d) Conversion 
can aim at prolonging the period of amortisation, at fixing the 
floating debt (or the reverse) or at purchasing a lower rate of 
interest by granting exemption from taxes and other advantages. 
(e) Sometimes the interest is reduced with a nominal compensa¬ 
tion to the creditor, as in the Danish and English conversions 
at par in the 'eighties. Sometimes the conversion is final , the 
State relinquishing its rights to further conversions. 

Under the absolutist regime conversions were compulsory; 
some fifteen years after the fall of Napoleon a number of very 
successful conversions were carried out in Europe; during the 
wars since 1848 States have had to pay a high rate of interest ; 
it is strange enough that, a few years after the close of the wars, 
conversions could be carried out that brought the interest down 
to 4-4£ per cent. ; the years from 1875 to 1897 saw the great 
conversions, which brought down the normal rate of interest 
to 3 per cent.; however, in 1897 there were already signs of a 
change, as an increasing number of bond-holders refused to 
accept the lower rate and demanded repayment. With the turn 
of the century we are again at an interest of 4 per cent, for gilt- 
edged State bonds; then for a time conversions cease and only 
begin again after the World War, this time without much benefit 
to the States. If, owing to the creditor insisting on being repaid. 
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a conversion does not succeed, the State must have recourse 
to a new loan, which may cause great loss, if the market conditions 
change during the period of conversion (the Danish loans in 
England 100 years ago). Sometimes only the home market 
may be tight, and then the State can persuade a cheaper foreign 
market to take upon itself that part of the loan which has not 
been converted. (Denmark in the 'nineties.) 

It is partly a question of law whether or not a conversion is 
warrantable; as to the Egyptian and Turkish conversions in 1888 
and 1894 disputes arose on whether the contract allowed of a 
conversion; mostly it is a question of suitability , as a State's 
credit can suffer from too frequent conversions; and again, 
there are political considerations; if France from 1830 to 1878 
and from 1873 to 1883 let pass favourable opportunities of 
reducing interest, it was from fear of the powerful capitalist 
class, which drove before it the numerous small bondholders ; 
the Third Republic, according to Jeze , has always been the 
dictatorship of high finance ; on the other hand the influence of 
the landed proprietors, as in Denmark, can compel a conversion. 
In the 'eighties and 'nineties Goschen, Estrup and Dr. Miquel 
were the pioneers of conversion. The third important considera¬ 
tion is whether the State saves money by a conversion and 
whether it does not forego the possibility of converting later 
on better terms ; consequently it is not only a question of a simple 
balancing of interest and quota of amortisation (and to this 
must be added the somewhat considerable expenditure involved 
in a conversion) but also future possibilities are factors to be 
taken into account. The fourth and last consideration is that of 
social economics; it is urged that a low interest tempts capital to 
seek risky investments, since the conversion of a State debt is 
followed up by private debtors. If the conversion is a success, 
at all events the money lent to the State will not be set free for 
risky employments, and private conversions are not a result of 
that of the State, but, together with those of the State, the result 
of the general state of the market. Finally, people speak 
sentimentally of widows and orphans; just as in the case of a 
tax on capital and in the case of protective tariffs we again 
behold the small number of large capitalists, with their heavy 
weight, driving before them the small holders with their light 
weight but great numbers. It is of greater moment that the 
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chief buyers of State bonds, the savings banks, may be hit by 
the conversion: when these banks cannot obtain or give 
as high a rate of interest as usual, the public withdraws its 
deposits, which may force the saving banks into an immediate 
sale of the bonds they hold; with this possible loss in view, a 
savings bank must have reserves, not to speak of the fact that 
it is the duty of the bank of issue, in such a period of transition, 
to assist solvent savings banks in financing the withdrawals 
until bonds and other debentures have risen in value as a result 
of the diminished rate of interest. 



CHAPTER VII 


Bankruptcy 

Definition. —Bankruptcy is the name given commonly to 
all one-sideci changes by the State in the terms of a loan ; a 
bankruptcy is not equivalent to a fraudulent failure. Before the 
World War it could be denied that a State could be insolvent, 
since its capacity of payment rested on the continued tax-paying 
ability of its citizens and not on the state of the Treasury, even 
though a State could for the time being get itself into such a 
mess that it could not pay. Where a State's creditor is another 
State, one does not speak of bankruptcy in the case of full 
payment not being made, for the matter is no longer one of 
commercial law, the means at the disposal of the creditor of 
obtaining satisfaction coming under international law. In the 
case of Denmark's 60-year old claim on Brazil, we have a simple 
example of a debtor State failing to fulfil its pledge ; the inter- 
Allied debt furnishes another modem example of this; now 
that the U.S.A. and England cannot obtain what is due to them 
from friendly nations such as Jugoslavia and France and have to be 
satisfied with a platonic crediting of interest, it would be a lack 
of courtesy to say that those powers had become bankrupt. 

In olden times the Government often made an offer to 
compound with its creditors; nowadays a state of bankruptcy 
will only become evident when the State fails to fulfil the con¬ 
ditions of the loan; then negotiations will be entered into, or 
sometimes a law will define what the debtor State shall pay. 

(a) The simplest form of bankruptcy is to alter the rate of 
interest, the mildest to suspend the payment of interest , as in 
Spain in 1873, in Turkey in 1876, in Greece in 1831, and in 
Denmark in 1812 ; often this suspension will only be temporary, 
sometimes the accrued interest will be added to the capital; 
the bond is then “ dishonoured " (in German : nothleidend). 
One can cancel the interest for several years or for ever; in the 
latter case the State will bind itself to an annual repayment of 
the loan which will not bear interest from that date. Most 
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frequently the interest is forcibly reduced or a fixed debt is 
converted into an annuity calculated in a manner unfavourable 
to the creditor. Nearly all the conversions carried out under 
the absolutist regime were forced conversions, (b) As to the 
principal the debtor can consolidate short term loans, prolong 
compulsorily a loan that has matured, prolong the period of 
redemption, cease amortisation, or again, redeem a loan 
before the time the creditor is bound to accept repayment. All 
these forms are relatively mild, and to repay an unredeemable 
loan is harmless to the credit of the State. It is more serious to 
reduce or strike out the principal; this so-called repudiation was 
carried out by 9 individual States of America in the 'forties, 
just as in the Middle Ages and under the absolutist regime 
rulers often behaved like this; and as Russia, after the war. 
As a general rule, however, the debt will not be totally annulled, 
but the State will content itself with reducing the principal or 
giving in exchange other securities of inferior value. A mixed 
form is the famous “ two-thirds ” bankruptcy of the year 
1796, when the French Directory registered one-third of the 
debt in “ le Grand Livre ” and for the other two-thirds gave 
creditors worthless bonds, (c) The debt can be repaid in 
another currency than that inscribed on the bond, a method 
frequently resorted to under the absolute monarchy and which 
was connected with the general debasement of the currency. 
Here the question arises whether a loan can be redeemed in 
paper currency when it was raised in gold, and whether, as in 
Denmark in 1813, and in Austria on various occasions, a loan, 
raised in paper money, can be redeemed in a stabilised paper 
money, that is to say, paper money the nominal value of which 
is reduced. As pointed out above, the answer will depend on 
whether the bonds have acquired a commercial value based on 
the depreciation of the currency, as they have often changed 
hands; the formal reduction may even give the creditor a 
better position than he had before. This condition is fulfilled if 
a bond, issued in crowns in 1924, the international value of 
which then was at most 18 American cents, were to be converted 
into a new bond in crowns, the gold content of which was reduced 
to the equivalent of 20 cents, but not in 1926, when the crown 
is quoted at 2 cents below parity (27). 

(< i ) The 16 per cent, coupon tax adopted in Austria in 1868 on 
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State bonds was, as it did not form a link in the general system 
of taxation, equal to a forced restriction of the interest by 
16 per cent {e) One form of bankruptcy, legally more attractive 
but in reality producing the same result, is that of the so-called 
revisal, where either the legal title is scrutinised, or the 
debt is checked in the light of the claim that a higher interest 
than was justifiable has been paid hitherto, or that a hypothecated 
revenue has*'produced too high an income. The princes of the 
Middle Ages have frequently held such revisals ; the last of the 
Danish revisals was in 1680-5, resembling that which Charles X 
had adopted in Sweden. All the French Bourbon kings, from 
Henry IV to Louis XVI, held revisals through the medium of 
special committees (“ Star Chamber ”—" chambre de justice ”) ; 
these revisals in the first place hit the army contractors and the 
gentlemen who farmed the State revenues and thus had enriched 
themselves. Sometimes a debt was contracted through a 
present from the king or through a contract by which the State 
did not get a quid pro quo. The English Consolidated Funds 
comprise certain hereditary pensions. According to the origin 
of the obligation, the State must be warranted in exchanging 
these for less than their capitalised value; the argument of a 
justified expectation acquired by transfer to a third party is 
weaker in those cases where a claim to a State pension is inherited 
than in those where a direct purchase has taken place. Another 
form much in use in former days was the confiscation, pure and 
simple, of the pledges and assignments on the State's revenues, 
an act which, if the contract is carried out and the debt duly 
paid, is contrary to strict law without, however, transgressing 
the idea of right. 

History. — It is impossible to count the number of bankruptcies 
in the Middle Ages and under the absolute monarchy. The 
Bourbons alone have as many as 56 on their conscience. They 
were not more dishonest than the Valois family, whose most 
famous bankruptcies were those of 1554 and 1580 — con¬ 
temporaneous with the series of Spanish failures which, from 
1557 to 1575, brought the leading Continental commercial 
houses to the verge of ruin. As in France, the Spanish 
bankruptcies were characterised by cancelling of the pledges 
and assignments, by compulsory prolongation of matured loans 
and reduction of the principal as well as of the rate of interest. 
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The business communities in England and Florence were to re¬ 
member Edward Ill’s great bankruptcy of 1339, when Henry VIII 
broke faith with his creditors and Charles II committed his famous 
shutting up of the exchequer, which he again repeated 12 years 
later (1684). The thirty years’ war resulted in financial disasters 
for France and especially for Central Europe; several wars 
with Sweden caused the interesting Danish bankruptcy of 1660. 
In the 19th century the most famous bankruptcies are those of : 
Denmark in 1812 and 1813, Austria in 1802, 1805, 1806, 1811, 
1816, 1818, and 1868, Prussia in 1807 and 1813, Westphalia in 
1812, Spain 1820, 1831, 1834, 1851, 1867, 1872, 1882, and in a 
certain sense in 1900, Holland 1814, Greece 1836 and 1893, 
Portugal 1830, 1853, and 1892, Russia 1839 and 1917, Germany 
31st January, 1924, Turkey 1875 and 1881. Juridically 
speaking, the Argentine Convention in 1893 was the result of a 
bankruptcy; moreover, all the South American republics, 
with the exception of Brazil, have failed several times to pay 
and have twice been the cause of a European crisis, viz. : in 
1866, when Over end, Guernsey and Co. broke down over their 
South American securities, and in 1890 when Morton Rose , 
Murietta and Cie and Baring Brothers went into bankruptcy; 
they had taken over many millions of pounds sterling in exotic 
States’ issues which had not been taken up, and they did this on 
a market overstocked with such securities. Most of the Christian 
States in the Balkans have also been bankrupt and none of 
them have paid that part of Turkey’s debt which they had 
taken over in 1878. Further, Roumania, Greece, Austria, 
Hungary and Turkey are in fact bankrupt and have either 
suspended payment of interest or will shortly do so. A State 
such as Poland, in spite of its natural resources, must be considered 
bankrupt because of the weakness of its currency; besides, all 
countries with a highly depreciated currency are in fact bankrupt 
as regards that part of their debt contracted at a time when their 
currency had a higher dollar valuation than it has to-day. 

A state of bankruptcy will often bring about negotiations 
with the big banks ; sometimes an agreement will be reached to 
submit the question to arbitration , as for inst. the reduction of 
Egypt’s debt in 1862; sometimes a voluntary agreement will 
be the outcome, as in the case of the Argentine in 1893 and the 
Spanish Convenio of 1876, which was not kept and for this 
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reason was replaced by another of 1882 ; after the Cuban war 
the Government, in spite of this convenio, wished to subject 
the bonds comprised therein to a coupon tax of 20 per cent. ; 
the creditors agreed to this, but the Spanish House of Lords 
threw out the Bill. 

Ethical Considerations. —In the majority of bankruptcies 
the creditor's position is only formally weakened, as the real 
loss has genttally been incurred long before and revealed in 
Exchange quotations; the terms of settlement will nearly 
always considerably better the creditor's position, assuming 
that those terms are observed. 

As embodying the idea of justice the State shall keep its 
word inviolate; but the idea of justice is not a matter of form 
but a reality, and legal right can often cause the greatest injury. 
Thus if debts are contracted “ under fetters and bolts ", not 
always in the physical sense, such as debts incurred under 
a peace treaty or as those of Asiatic States and often the debts 
of overseas States, the keeping to the terms of the loan contract 
is not always an ethical matter but a question of convenience. 
The same holds if the loan is raised on fraudulent or usurious 
terms , e.g. in the case of debts to army contractors, farmers- 
general, or to an individual who has taken advantage of his 
position to obtain concessions or exemptions ; the case of fraud 
was the excuse for the repudiation by the State of Mississippi’s 
debt in the 'forties. The State must always have a moral right 
to investigate into the legal title and the payments made to date ; 
but this right is limited by the rights of bona fide buyers, who 
may have no idea of the bond's litigious origin; and the State 
may renounce its rights, not wishing to impair its credit; in 
Larousse’s famous Dictionnaire , 1844 edition, it is said of Spain 
and of the Spanish-speaking South American republics that 
their bonds cannot be quoted on any stock exchange. For 
a bankruptcy not to be too detrimental, a State must be able 
to keep aloof of new debt for a period of 15 to 20 years ; the 
public has, however, always been of a forgetful nature, and 
in our day more than ever before : in 1922 a San Domingo 
loan in the U.S.A. was quoted at a higher figure than Denmark's 
and Norway's new issues (the actual interest being the same). 
Further, the State has a moral right to undertake a conversion 
when the loan is raised in a worthless currency such as paper 
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money, and this currency has increased in value to par or has 
become payable in gold; in this case the formal right of the 
relatively few, the bondholders, will involve real and absolute 
injury to the many: the taxpayers. 

In a country with a paper currency the debt can be repaid 
in four different ways. In the well-known publications of the 
Bankers Trust Co. Mr. Harvey E. Fisk points out that the 
Allies' debt, converted into dollars at par, was at the end of the 
1920 financial year 166J milliards, but calculated on the basis 
of the rate of exchange on America at the same date —the debt 
amounted to 118§ milliards of dollars; the third way of 
calculating the debt is to split it up into its component parts 
and to calculate for each part what is its value on the basis 
of the rate of exchange at the time the debt was contracted ; for 
the Allies we shall probably get a figure of about 100 milliards. 
Finally, Mr. Fisk has made a clever calculation of the meaning 
of this debt if we reduce it for each country in proportion to 
the rise in the level of prices and the result gives the following : 
that on the basis of its purchasing power in 1913, the Allies' 
debt will amount to 53 milliard “ 1913 dollars " ; if the Allies 
were to pay in gold the nominal amount of their debt, they would 
pay 3 J times more than they borrowed. If we consider the debt 
of the Central Powers in 1920, we find it amounts to about 
72 milliard dollars; on the basis of the rate of exchange 
in 1920 the debt would only amount to 6 milliards; on the 
basis of the rate of exchange at the time the various loans were 
raised, it is computed to be 10 milliards, and if we reduce the 
debt on the basis of the level of prices in 1913 it will equal 
15 milliard dollars. The reason why the debt of the Central 
Powers, calculated on the basis of the rate of exchange in 1920, 
is so low is that the currency in Germany, Austria and Turkey 
was already at that time very weak; since then the 6 milliards 
must have become considerably less owing to the breakdown 
of the mark (for the lowest point reached by the mark was when 
1 dollar was worth 7,500 milliard paper marks). If, in 1920* 
the Allies had had to pay the nominal value of their debt in 
gold francs, gold sterling, etc., the burden of debt would amount 
to 31 per cent, of their national capital—on the basis of the 
1920 rate of exchange, 22 per cent, of this capital; but if they 
have to pay in 1913 dollars the debt would cover 10 per cent. 
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of the national wealth. If the Central Powers were to pay on 
a gold basis, their debt in 1920 would already have absorbed 
94 per cent, of the national capital; if on the rate of exchange 
in 1920, 8 per cent., and in 1913 dollars, 20 per cent. The 
parity value of Denmark’s internal national debt is 186 million 
dollars, but, paid on the exchange basis of 1 dollar—6 crowns, 
116 million dollars, and paid in 1913 dollars, 93 million dollars, 
because 700 million crowns nowadays buy less than 350 million 
crowns in pre-war times. Is it equitable that taxpayers should 
pay, in conformity with a formal contract, double the amount 
they have received, measured in real value ? If you want 
to restore the national currency to parity a policy of redeeming 
the national debt before trying to adjust the level of prices and 
the currency is absolutely necessary. 

As regards the foreign debt, its repayment is a question of 
power and convenience, if we as good patriots regard V'egoisme 
sacre the only valid motive in national affairs. 

In principle, however, it must be maintained that the State 
outrages its basic idea in failing to keep faith—just as much 
as in reducing it* debt by allowing its paper currency to 
depreciate in value below what this was at the time the loan 
was raised ; this means in casu that the fortuitous bondholders 
are allowed to bear the burden of the war, whereas the other 
capital escapes, a proceeding for which no expression of censure 
can be too strong. The repudiation of the German national 
debt and the continued depreciation of the mark show 
a premeditated attack by active on passive capital, the 
holders of the latter being economically and unmercifully 
trampled upon. 

Finally, we shall touch but lightly on the case where the 
loan is actually granted in one (a lower) currency but repayment 
is stipulated to be effected in another and more valuable 
currency; a one-sided cancellation of this stipulation is highly 
moral when the stipulation contains a covert element of 
usury, such as frequently existed in days gone by; the same 
holds good if the loan is granted in goods or conditioned by the 
borrower having to buy his goods only from the lender. 

Question o! Law. —We have considered the question in its 
economic and moral aspects ; there remains the juridical aspect 
of bankruptcy. A debt, lawfully contracted by the State, is 



BANKRUPTCY 


57 


binding on the Government in power and on its successor; 
an unlawfully contracted debt is not. This must be understood 
in the sense that the omission to observe certain relatively 
less important details—for example the non-observation of 
certain prescribed periods for the discussion of credit bills or 
of the question of a qualified majority—hardly invalidates 
the claim of a third party of good faith, but certainly does so 
as regards the negotiating bank, which is in duty bound to make 
sure that all formalities have been complied with. 

If a Government deems a private claim, arising out of a special 
contract with the State, not justified, the individual concerned 
can apply to the courts , whose decision will be accepted by the 
State, although no sentence can be enforced against the State. 
State properties are free from seizure, as no State can consent 
to be deprived of the concrete wealth she needs to carry out 
her functions. 

General bankruptcy is something else. A bankruptcy 
necessitates a constitutionally voted law signed by the head 
of the State, for otherwise the courts could not obey it; but 
may they not question its constitutionality ? 

The U.S.A. Supreme Court can pass judgment on the constitu¬ 
tionality of a law ; and this is also the practice in Denmark, with 
the reservation, however, that it is not the question of principle 
but the concrete case with concrete circumstances which is 
brought before the court, and the latter shuns passing sentence on 
the question of principle. France does not grant this right to her 
courts, and in England it would be inconceivable that an Act 
of Parliament could be upset by a ruling of a court. The decision 
on the question of principle must depend upon whether one 
exclusively recognises in the courts a defender of the private 
and economic rights of the individual against the power of 
the State, or whether one lays stress upon the fact that the 
rights of the individual may be categorically opposed to public 
or common rights, and that a judge who is trained to protect the 
former will often violate the latter. Thus everywhere Democracy 
will seek to limit the power of the courts by referring to the 
fact that the courts, in setting up a judicial practice and in 
giving effect to laws, exercise both a legislative and an executive 
power; if they wished to exercise their power independently they 
would usurp rights which are not their own. The appreciation 
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of a law having an economic bearing presupposes a knowledge 
of economic laws not usually possessed by the legal man. 
According to my view, a court of justice cannot pass a just 
judgment on whether a State shall pass from one currency to 
another, and it ought therefore to non-suit the State-creditors 
who refuse to accept payment in, say, gold crowns containing 
only 0*3 grammes of gold, because the only thing the courts, 
according tortile training of their members, can deliver judgment 
on is the formal fact that the bond was for 100 crowns, but 
not on the question of the equivalence of value , i.e., whether 
the loan made in its day to the State by the creditor represents 
truly what the State has to pay him to-day. If it is considered, 
for example, that a man must receive in return the same amount 
of goods as he lent, then £1,000 lent at a time when the index 
number of prices was 200 must be repaid with £500 if the index 
number of prices at the time of repayment is only 100. As 
regards the insurance contract, Harald Westergaard has advocated 
the principle that the thing received and the thing given in 
exchange must be balanced one against the other, not in money 
but in goods. We may—to quote Lord Salisbury —regard 
it a strange claim that State loans should be the only 
investments in which the capitalist runs no risks, and in 
pursuance of this view disqualify the courts meddling with 
the question of bankruptcy. 

To create a reasonable expectance of repayment of a loan, 
the debtor government must exist not only de jure and de facto , 
but it must also be stable . In 1917 the Czar’s government 
fulfilled the first two conditions but not the latter ; Kerensky was 
regent in fact, but neither de jure nor stable. The Soviet govern¬ 
ment stood in the same position until it was recognised ; but if it 
maintains itself long enough, it will be able, even without being 
recognised by other States, to contract loans that will be binding 
on its successors. On the other hand the practice seems to 
have been that a revolutionary government annuls its 
predecessor’s debts. Some writers make a distinction between 
a regime loan and a State loan, characterised by the fact that 
a lasting loan will benefit the State wherea^ a regime loan will 
only benefit the Government in power. When the lawful regent 
Donna Maria , came to power in Portugal, she cancelled the 
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debt contracted in 1828 by the usurper Don Miquel. As regards 
the responsibility of revolutionary governments after the World 
War for the debts of their predecessors, it seems a strange 
claim on the part of Russian bondholders to be paid in gold 
roubles when the French Government can pay in depreciated 
paper francs. The necessity of obtaining further foreign loans, 
coupled with the desire on the part of the creditor to save some¬ 
thing of his claim, will always result in a compromise on the 
debt of the predecessor. The " Dritter Steuernotverordnung ” 
of 14th February, 1921, compels any proprietor of real estate 
in Germany to repay his mortgage with 15 per cent, of its value 
in gold marks, according to the dollar rate of exchange on the 
day the debt was contracted. The interest on the thus formally 
reduced debt will increase from 0 per cent, in 1924 to 5 per 
cent, in 1933. This principle, once accepted, may create a 
precedent for the holders of German bonds. 

If the debt is contracted under authority of a provisional 
royal decree , and the constitutional right of issuing such a decree 
is conditional upon a case of “ urgency ”, there is no criterion 
which can be pointed at objectively on which the courts can 
give an opinion, as distinct from the other condition which 
may be indicated : that the legislative assembly shall not be 
in session. As regards the administrative debt, the court must 
be able to pass judgment on the question of the amount of 
overdraft in the bank of issue that was contrary to the 
constitution, and that in such a way that its being 
unconstitutional was obvious to everybody. 

Is the national debt annulled (a) when the State ceases to 
exist as such ? e.g. (b) When the Transvaal was swallowed 
up by England, (c) when a federated State ceases to exist as 
such, (d) when Austria was broken up into several parts, (e) when 
a Union (Austria-Hungary) ceases to exist as such, (f) when 
a province as Alsace-Lorraine is tom away from its sovereign 
State (1871 and 1919). 

Article 254 of the Treaty of Versailles states that a Power 
acquiring a territory by conquest only takes over the pre-war 
debt of that territory and in proportion to the revenue and the 
economic power Germany derived from the ceded territories; 
article 255 furnishes a striking exception in providing that 
Germany should still be responsible for the debt she contracted 
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lor the purchase of Polish colonisation lands. Thus jt is 
recognised that a debt arising out of war and revolution is not 
shared but is decided according to the principle that the State 
which contracts a debt is liable for that debt and that, if in 
consequence of a war or revolution it becomes insolvent, the 
creditor’s risk becomes a fact; the mortgage on State property 
is respected, but this is not the case as regards other mortgaged 
State revenue (for instance, the Customs). In the St. Germain 
treaty in 1919 the debt covered by mortgaged State property 
was attributed to that country in which the property was 
located; the peace debt is divided according to the faculte 
contributive of the various districts, whilst the new Austria 
alone carries the war debt; Czechoslovakia has, however, 
voluntarily taken upon itself one-third of that part of the war 
debt, contracted in Bohemia. 

Formerly the custom varied : in 1783 the American colonies 
refused to burden themselves with the slightest portion of 
England’s debt. The Spanish colonies of South America, when 
the separation took place in 1823, took upon themselves a part 
of the Spanish debt but did not pay it, any more than the 
Balkan States after 1878 paid the share of Turkey’s debt that they 
had assumed; when Belgium was created it assumed its share 
of Holland’s debt. Sardinia took over the special debt of 
Lombardy, but not its share of the Austrian debt, in the same 
manner as the U.S.A. in 1898 took over Cuba’s own particular 
debt but not its share of the Spanish debt. In 1866 Prussia 
took over the debt of the German States incorporated at 
the time, so that from 1865 to 1867 its debt increased from 
843 to 1,323 millions of marks; in 1871 Germany took over 
no share of the French debt; when Italy took Tripoly it took 
over a part of Turkey’s debt (quoted after Jeze). 

It may be reasonable and just that the pre-war debt should 
be shared in proportion to the number of the population, the 
taxed income and the size of a State’s territory; but the 
distribution will most often be settled by the treaty, which 
implies vae victis ! 

Sanctions. —A foreign bondholder cannot have his case 
tried in the courts of his own country unless the borrower State 
solemnly binds itself in the loan contract to submit to the 
rulings of foreign courts ; some of the mighty absolute monarchs 
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of the eighteenth century submitted to this humiliation ; but even 
less than a ruling of a home court can a ruling of a foreign court 
be enforced against a debtor State. The creditor, however, 
can apply to his own government for assistance; but if the 
debtor State takes no notice of the remonstrances addressed 
to it by another State, what penalties can the latter inflict ? 
It may interrupt the international cable and railway services, 
forbid the import of goods, or even refuse the subjects of the 
debtor State protection under its laws. Such acts, taking 
effect as they do within the territory of the State in question, 
provided they are not contrary to agreements, may be 
permissible from the point of view of international law, even 
though they are a casus belli. Finally, the creditor's country 
may confiscate the property of the debtor State in that 
country; but on the other hand no country has consented to 
admit that, save in the case of a state of war, the property 
of a debtor State's subjects can be confiscated to recover a 
State debt. 

There remains military intervention, which eo ipso technically 
brings about a state of war, even if the debtor State prefers 
to “ see with the blind eye ". Although the occupation of 
the Ruhr be not sanctioned by the treaty of Versailles, France 
can naturally undertake it if she assumes the complications 
that may arise therefrom. The Hague Convention of 1907 
precludes the use of arms for the recovery of a State debt, 
unless the debtor State refuses to submit to arbitration or 
fails to carry out the terms of the award of arbitration ; but 
this stipulation is not even signed by all the States, and further, 
it is drafted in vague terms. In the case of Venezuela s fraudulent 
bankruptcy in 1903, the threat of intervention brought about 
a compromise. Intervention by the great powers led to agree¬ 
ments with Egypt, Turkey and Tunis (1876-79), with Greece 
in 1893-98 and with San Domingo in 1907. And to the 
occupation of the Ruhr was due Germany's acceptation of the 
Dawes ' plan. However, a small State must on principle repudiate 
the right of intervention. The experience of the opium war 
in China, of the policy of the United States in Mexico and that 
of England and Russia in Persia, must strengthen small, 
defenceless States, even when it is in casu against the interests 
of the country concerned, in their attitude of resistance to the 
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intervention of the great powers, all the more so as it is known 
in what measure European governments act in the interests 
of big business; the danger of a State being forced into an 
unjust war by a group of capitalists is not too remote. Only 
small States are compelled to show moral restraint in the dealings 
with neighbours. “ A moral great power ” is a “ contradictio 
in adjecto 
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From Debased Coin to Paper-Money 

The Abuse ol the Coinage Privilege.— When business between 
individuals becomes a regular link in the supplying of goods, we 
need a means of barter which becomes a measure of value , 
goods in general use being referred to it. This medium of 
exchange is not brought into being by contract nor by order of a 
king, but develops according to circumstances; goods, wanted 
by a sufficiently large number of people, especially those goods 
which serve for barter among tribes and which consequently 
serve to pay taxes, ransoms and for the purchase of wives, for 
these very reasons also become desirable for those who have no 
need of them. In this manner weapons, cattle, slaves and even 
women have been utilised as a medium of exchange ; and to-day 
salt sticks, a certain quantity of which equals a Marie Theresia- 
Thaler, still serve as money in Central Africa. The so-called 
cowries, the snail-shells employed in Senegal and West Africa 
as a means of barter, are an example of an early form of 
rudimentary coinage. But metal holds the first place for 
this purpose ; even copper and iron were of great value in 
proportion to their weight, they had this advantage over 
cattle that they were divisible , and it is only by means of a 
divisible medium of exchange that one can obtain a measure of 
value by means of which an equivalence is established between 
the value of the goods sold and received. 

Metal is issued according to weight: iron was used in the 
Peloponnese, copper in other Greek States and iron, when kings 
ruled Rome; increasing in quantity, these metals lost in value, and 
the day arrived when gold and silver alone fulfilled the condition 
of being valuable in proportion to their weight; if one day 
these two metals should be in abundance then we may have a 
platinum coinage. In ancient Babylon gold was weighed but 
not minted; 1 talent = 60 minae = 3,600 shekels, a shekel being 
the equivalent of a guinea ; a gold talent was thus worth 4,000 
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pounds sterling ; among the Hebrews a similar system prevailed. 
The most ancient form of Jewish money was the half-shekel 
of the Maccabees, the value of which was equal to the Temple 
capitation tax ; the Greek silver talent was divided into 60 minae 
= 6,000 drachmae, each drachma being worth 6 of the obols 
given to the dead in their coffins to pay for Charon’s ferry. One 
silver talent weighed 25y kilos; with a proportional exchange 
value betweenrsfiver and gold of 1 : 8, the value of a silver talent 
represents a little above 700 pound sterling. Later on a silver 
drachma was coined, the value of which was about one 
franc. 

The possession of a mine yielded political power ; consequently 
the princes aimed at obtaining possession of the mines, which 
then became “regalia”, royal privileges; to facilitate matters 
the mine-owner, who received the metal extracted from his 
mines by the contractors, used to put his mark on the pieces of 
metal as a guarantee of their weight; thus arose the coin proper 
and also the privilege of minting as a regal right, which in its 
origin was linked to the privilege of mining. Thus originally 
the privilege of coinage is not the right of a king to ruin his 
subjects ; just as the State ensures the safety of the high roads, 
so does it guarantee the integrity and the quantity of the medium 
of exchange. Where commerce flourished, as in Lydia and 
Carthage—not to speak of the birth-place of the most ancient 
form of coinage, China (1120 b.c.) —the coin proper came into 
being, characterised by a name and stamp, indicating weight 
and fineness. By degrees this indication disappeared and was 
substituted by the name of the coin in which, however, the weight 
indication was implied. The same process is repeated in ancient 
Rome, where the oldest and most valuable coin was a piece of 
copper, bearing the image of a cow and weighing a pound, and 
where there was no silver coinage until 486 b.c. About 200 b.c. 
one silver denarius was equal to 4 sesterces = 16 asses; 200 
years later 1 (gold) aureus = 8 grams = 25 silver denarii of 
4 grams of silver; Tiberius lowered the standard of the gold 
coinage (which is now called solidus)by 10 per cent, to £l sterling, 
to which go 25 denarii (drachmae or francs). 

The Gotho-Germanic States of the Middle Ages based their 
coinage system on that of the Romans : Charlemagne introduced 
Pepin’s system of currency, according to which 1 livre = 20 
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shillings — 240 pennies, or if one prefers the silver pound is 
divided into 15 ounces at 16 denarii; in Denmark we have 
originally 1 mark = 8 ore = 24 or tug (later minted at 10 
pennings). The most ancient Danish coinage originated with 
Danelagen (870). Svein Forkbeards coinage as well as the 
first “ Braktheat ” (in sheet silver beaten out thin) bore the name 
and effigy of the ruler, a practice unknown in Rome until the 
time of Caesar, who adopted an eastern custom. Oluf 
Skotkonning's coinage (1000 a.d.) bears the name and title 
of the king but not his effigy. Coin need not be flat and 
round, to wit the Siamese silver tical; again, the milling of the 
edge only developed later to prevent the good people from 
clipping the king's coin. 

Minting involves expenditure which must be covered, 
and as the master of the mint of old days could not quite make 
certain that every coin had the same weight and fineness, 
and as, further, there enters the element of wear and tear, 
one must have a certain latitude, the remedy and allowance as 
regards the degree to which a coin can be underweight. From 
a combination of these ideas arises the seigniorage , the prerogative 
of the ruler to make his coin contain less silver than it professes. 

As soon as the holder of the minting rights makes money out 
of them, a struggle arises between the holder, the towns, rulers, 
lords and the church for the possession of these rights. The ruler 
mints through his Master of the Mint, instructing him for example 
that a pound of silver must yield so many livres ; the Master 
of the Mint leases the right for a certain period and pays a kind 
of rent, which presupposes an increase in the seigniorage. The 
privilege of minting has changed its nature, it has become a 
means by which the ruler can tax the people, a kind of excise 
duty, which does not fall on goods but on the medium of exchange , 
but has the same effect as most taxes, viz. of raising the price 
of goods and of diverting into the hands of the ruler a part of 
the goods produced. The prince received silver from his mines, 
but he also receives (coined) silver from taxation ; it takes only 
a small step to minting 12 shillings out of 10 ; " Saxenspigel ” 
presupposes that a new coinage will be struck whenever a new 
Lord gets the sway, and this not simply for the purpose of changing 
the king's effigy on the coins. The merchants' guilds understand 
what is taking place, and offer the ruler a present on condition 
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that he waives his right to remint; a tribute that is called 
“ monnayage 

Everywhere the prince succumbed to the temptation of 
paying mercenary troops in war-time with short weight coin. 
The standard coin was not minted, only a small, underweight, 
coin ; in Denmark, a good, unclipped penny in the time of 
our Doomsday Book, the Jordebog (about 1250), contained but 
a third of wha»Ht professed to contain. The French livre provides 
a good example : the " Hvre ” bore different names according 
to the province from which it originated—for example, livre 
poitevisson and livre tournois , in the year 1250 worth 18 francs 
and in 1300 14 francs—and the king often called in the coinage 
and sent it out again debased. Originally the livre was equivalent 
to 1 \ silver marks; at the time of Charlemagne it was worth 
80 francs, in Louis IX’s time 18 francs, and from that time 
onwards the silver content was systematically reduced until, at 
the outbreak of the Revolution, it was worth one franc. 

When out of a certain quantity of silver the ruler mints and puts 
into circulation not 20, but 30 coins, he makes an instant profit 
of 50 per cent., as people accept the coins at their nominal value. 
Little by little the price of goods is influenced and increases 
successively unless the demand for the medium of exchange also 
increases owing to an increase in population, in wealth and 
productive power ; when then the debased coin returns to the 
king, he will have to pay a higher price for goods than he did before 
the debasing of the coinage; consequently the falsification has 
only served him once, i.e., when the debasing took place and thus 
produced the effect of a supplementary tax. If this extraordinary 
revenue is still necessary to him, he will have to continue by 
further debasing the currency. This is the curse of the debasement 
of currency, as we learnt from ancient Rome when, during one 
of the Punic Wars, the Senate lessened the copper content of 
the coins, and as we see confirmed under the Roman Empire. 

In the middle of the 3rd century the debasement of the currency 
took on speed, especially after Diocletian (284 to 305 a.d.) had 
withdrawn the right of the provinces to mint. The denarius 
( == 1 franc) ended up by containing 95 per cent, of copper. 
The level of prices rose to a corresponding degree, and the State 
had to supplement the wages of artisans by social doles, exceeding 
in amount those with which we are familiar to-day: presents 
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to veterans, grants for children and for old age, and free distribu¬ 
tion of food. The high level of prices made the administration 
more costly ; taxes had to be piled on taxes, and the small 
peasantry had to be pillaged so as to secure the means of pacifying 
the lower class in Rome. Taxation in kind was again resorted 
to ; the unit of calculation was no longer 1 sesterce (= J denarius), 
but 1 myriad (= 10,000 sesterces). Constantine tried to stabilise 
the currency by making the unit of weight of precious metal 
the unit of calculation and of payment. Too late ! The precious 
metal had fled to Asia, and there was not even enough under¬ 
weight copper currency for the daily circulation. Only in the 
year 500 did the Roman Empire again have a properly organised 
currency system. Martin Nilsson, professor at Lund, sees in 
the debasement of the currency and the consequent collapse of 
the State finances, one of the most important causes, not only 
of the impoverishment of the peasantry but also of the 
disintegration of the Empire. 

The Middle Ages saw the repetition of these reprehensible 
practices ; in France, Philippe le Bel was the first to practise 
the debasement of the coinage, even though we might take into 
consideration as attenuating circumstances his promise, which 
was never kept, to call in the bad pieces of money early. In 
England the Tudors issued bad money ; Henry VIII went further 
still, and, at his death, the coinage had but one-sixth of the value 
it had at his accession. In Denmark more than one monarch 
received the nickname of “the clipper 

The silver famine at the end of the Middle Ages brought about 
an intensification of the working of the mines, which enhanced 
the value of mining rights but did not produce enough silver to 
pay for the goods imported from Asia; rulers could now take 
advantage of the process of debasing the currency without , 
however, spoiling the level of prices; coinage fell in value in 
comparison to pure silver, but not in respect of goods ; for no^v 
came into play the law which says that the purchasing power of 
money, that is to say the price of goods, is not determined by 
the metallic content of money, but by the ratio between the 
amount of money circulating and of the merchandise offered 
for sale . At the beginning of the 16th century silver flowed 
in quantities from America to Europe, but the royal 
expenditure had increased to such an extent that the ruler was 
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compelled to continue the debasement. Each ruler, small or 
great, made the best (or the worst) of his minting prerogative, 
especially by only issuing underweight small coin. But here 
again the same sequence repeated itself and debasement had to 
be continued; sometimes a ruler repented and stabilised the 
currency, that is to say he admitted having debased the coinage 
and gave to it its real reduced value ; but he again succumbed 
to temptation and issued a new coinage, underweight in relation 
to the stabilised one. This can be repeated several times ; for 
example in France between 1716 and 1720, first 28, then 40, 
and at last 65 livres were minted out of a silver mark; 
towards the end of the reign of Christian IV Denmark had a 
monetary system with three standards : three monetary units 
were in alternate use side by side. 

In the 16th century Germany still had hundreds of princes, 
lords, towns and monasteries who held the right to mint and did 
their best to abuse their privilege, even though a convention 
existed whereby the Holy German-Roman Empire was to have 
a homogeneous currency. The religious wars, and especially 
the Thirty Years’ War, showed the ruler this easy way out and, 
what was worse, the Master of the Mint debased the currency 
on his own account. The race as to who could mint the worst 
currency lasted until the end of the 17th century, although it 
reached its climax between 1621 and 1625, the so-called “ kippen 
and wippen ” time, when one systematically " kipped ” (clipped) 
the coinage and “ wipped ” (weighed) the good coins out of a 
mixed handful. Money smuggling took place throughout 
Germany ; mercenary troops looted precious metal and copper, 
even from the roofs of the churches; thieves stole the holy 
vessels of the churches and Jews went into the villages to coax 
the honest silver coins from the peasants; all this was melted 
into bars and sold to the Master of the Mint, who used false 
weights to insure himself against the fact that the Jew would 
give him false thalers; the 7 guilders which went to the silver 
mark became 10 and even 20, and some of those who held the 
privilege of minting made silver coinage out of copper, which 
was whitened by some process or other. At first the price of 
imported goods rose, but little by little the increase in prices 
reached the local markets. Everybody had to be a " schelm ”, that 
is to say a speculator and changer of money, so as not to go 
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bankrupt himself. The rate of interest rose to several hundreds 
per cent., and in spite of this the lender lost on the transaction ; 
inns were full, large capitals were created, but the former 
capitalists were ruined and uneasiness arose because wages 
could not and sometimes were not allowed to keep up with the 
increase in the cost of living ; this was fought against by fixing 
maximum prices, but the effect of this measure was simply to 
make the baker and the butcher close their shops. A large 
number of pamphlets bear witness of the resentment of the 
people when they discovered the great robbery. A contemporary 
writer says that “ Thomas Miintzer im Bauemkriege mit Waffen 
hat weniger Schaden gethan, als unsere Miintzer mit Gelte ”, and 
that ” ein Land mit leichten Gelde mehr kan gestrafft werden, 
dennmit schweren Kriegen This can in nowise be compared 
to Frederik the Great’s debasement of the currency during the 
Seven Years’ War, when from one Cologne mark he minted 
52 thalers as against 12 before and after the war. 

The ruler, however, could not help observing that good coin 
has an international exchange value , and consequently he minted 
sound coin, but only for the use of ambassadors and of the Court. 
During the Danish paper regime of the 18th century we not only 
minted a limited number of regular thaler of full weight, but also 
a gold coinage (Christiand’or 1775). The ruler also counterfeited 
the sound money of other rulers and made money by smuggling 
his own coins out of his country, so long as their inferior value 
was not perceived, and by counterfeiting his neighbour’s bad 
coinage for payments abroad. As regards paper money, we 
have Napoleon the First’s attempt to print English bank notes, 
and it is said a similar attempt was made by the Soviet Republic 
during the first years of its existence. 

The Genesis of Paper Money.—Before coming to the subject 
of “fiat money”—coinswithout substance—we must define certain 
technical terms. When small underweight coins are present 
in a limited quantity and only a limited amount of this is legal 
tender, they are called token coins. They are then substitutes 
and auxiliaries , that is to say, they are issued in addition to the 
principal coinage and take their value from the latter. The 
principal coinage is called standard money , and is valutory , as it 
is on this that the rate of exchange is based as well as the level 
of prices. One must not confuse the term devaluate (reducing 
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by law the nominal value of a coinage or banknote which have 
already depreciated in value) with depreciate (the lessening of 
the current value and the purchasing power by an over-issue 
of debased currency or paper money), nor with demonetize (to take 
from a metal its standard capacity, as in 1873 the Scandinavian 
Kingdom gave up the use of silver as the principal metal of 
coinage). To stabilise is to consolidate an underweight currency 
or paper money in a certain ratio to a precious metal or to some 
given foreign currency. In giving the Danish crown a fixed 
proportionate value to sterling, as long as it fluctuated we should 
only obtain a stabilisation in regard to the latter and not with 
reference to gold; it is even a question whether we attain our 
purpose in giving the crown a fixed value in regard to the dollar. 
If we make paper money redeemable in gold at its face value, we 
pay in specie ; this can be done either by allowing everybody who 
possesses bank notes to have gold on demand, or only those who 
come with a certain quantity, say £100 ; or finally, only those 
who need a means to make foreign payments. In the latter case 
we are on the road to a regulated standard, backed by the duty of 
the bank to hand over gold to the importer ; the duty of handing 
over gold or bills of exchange at a fixed rate (for example 
the dollar at 5 crowns, or 750 crowns in gold = 300 grams of 
gold for 1,000 crowns in bank notes) can be combined with the 
right of the bank to decide the appropriateness of the foreign 
payment. A prudent bank manager will always refrain from 
accepting this right, for it opens anew the door to the 
psychological element, panic and speculation, which can only 
be averted by making redemption absolute. By inflation 
(swelling) is understood an all-round rise in prices due to an 
increase in the quantity of credit or money in circulation ; by 
deflation is meant an all-round fall in prices due to a decrease 
in the means of payment. The trade balance is the difference 
between the value of the exports and the imports ; balance of 
payments , the difference between claims due and debts due . 
The two amounts do not cover each other at the time, just as it 
is possible for an insolvent person to have more money due to 
him to-day than he has to pay out to-day. Debt balance is the 
proportion between, for example, what is due to all Danes from 
foreign countries and what Danes owe abroad—without taking 
into consideration the date of payment. When we say the gold 
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parity between sterling and crowns is 1 pound sterling =18-16, 
or 10 crowns = 11 shillings, we are expressing in this manner 
that both amounts contain the same quantity of gold, for example 
10 crowns = 4 gr. of gold = 11 shillings. The rate of exchange 
is the price of a foreign bill of exchange at sight: the parity 
rate of sterling is 18*16 crowns ; before the war sterling could 
rise to 18*24 crowns (the upper) and fall to 18*07 crowns (the 
lower gold point) and beyond these extreme points sterling could 
not go ; for if, owing to a lack of sterling bills of exchange over 
here, sterling cost 18 32, it paid the coal-importer to buy gold 
at 18T6 and forward it at an expense of 8 ore ; in the same way 
an Englishman, who had to pay for his butter in Denmark, would 
forward gold if, for example, sterling was only worth 18*05 
crowns. Nowadays the expense incurred in transport and 
insurance is so high that the gold pound can fluctuate between 
18 and 18 J gold crowns before the gold is forwarded between the 
two countries (normality supposed). 

The debasement of coinage has a natural limit in that a silver 
coin must contain at least 5 percent, silver ; but the possibility 
of unlimited debasement of the currency only occurred when 
one could issue coins without substance, viz., paper money. 

The short term treasury bill, based on anticipated revenue, 
is most suitable for private cash balances ; to take advantage 
of this fact the State reduces the interest on that kind of paper, 
in fact makes it non-interest-bearing when the sum for which 
it is issued is sufficiently small; if the date of maturity is 
cancelled and the bills are made acceptable at all public offices 
of payment, then we have a paper money which is a cross between 
metal money, the substance of which has been reduced to zero, 
and a non interest-bearing bond issued for a small round sum 
and without any fixed date of repayment. 

At first it is an auxiliary and only voluntarily accepted 
substitute for the standard coin ; later it is provided with what 
German lawyers call <c steuerfundation ”, that is, like the 
Austrian Banco notes of 1762, it is accepted in payment of taxes. 
Traders perhaps give them a certain current value, to which 
the ruler replies by giving them a compulsory value and making 
them legal tender. But now Gresham’s law comes into play; 
the silver coinage is driven out at the rate in which the paper 
money press is misused ; from being auxiliary , paper money 
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(" billets ", " paper money ", " carta-moneta ") becomes the 
determinant of prices —“ valutory ". It is no longer simply 
a medium of exchange, but a standard, no longer a substitute 
for money but money itself. It has this in common with under¬ 
weight coinage, that, unlike full weight gold coinage, it is not 
an international measure of value but only a national one, 
which can be compared with the former only through the rate 
of exchange. * Where on paper money or under weight currency 
there is a compulsory rate of exchange, this often only applies 
to the metal coinage and not to the raw metal in bars ; practically 
the same result is obtained by prohibiting the export of gold. 
One can also choose the middle course, as was done for English 
bank notes during the Napoleonic wars ; the person who has 
received them is paid, but there is no compulsion to accept 
them. 

Kinds ol Paper Money. —There are four kinds of irregular 
paper money : (1) the State bond which is utilised in commerce, 
such as the Danish Kreditbeviser (certificates) during the period 
1848-1871, and those we issued during the Great War. (2) Towns 
and clearing houses issue nothgeld , paper vouchers—clearing 
house loan certificates in order to make up for the lack of the 
currency ; industrial concerns can do the same thing for the 
pay of their workmen. To this must be added the Dahrlehen- 
kassenscheine, which were issued during all the German wars 
by those institutions with the consent of the Government and 
under the control of the Reichsbank, and the Hamburg notes 
issued in Hamburg after 1920 to act as the equivalent of gold. 
The Chamber of Commerce in Copenhagen issued cash substitutes 
in 1799 and also during the war after 1807. (3) Paper money 

which is only small change, the quantity of which must vary 
according to commercial needs* determined by the level of prices. 
Whereas from an economic point of view nothing can be argued 
against paper small-change, it is from the sanitary point of 
view utterly filthy. An American bacteriologist has found that 
there are 1,000 times as many colonies of bacilli on a paper 
dollar as there are on a gold coin. 

A transition to real paper money is effected by notes which, 
like American gold certificates , are fully covered by gold and only 
drive out of circulation their corresponding quantity of gold. 
After 1879 the United States " greenbacks ", and after 1881 
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the Italian State notes, ceased to be paper money proper. 
“ Greenbacks ” ceased to have a compulsory rate of exchange 
and there was full covering for them. 

Finally, we have pure paper money, which is issued with only 
a partial covering or no covering at all and which is the only 
true State paper money. England has had the treasury notes 
of the Great War, and Germany the Reichskassenscheine ; most 
countries, including Denmark and Sweden for a short while, 
have had them. They may be issued through a State bank. 

Where the privilege of issuing notes is granted to a private 
bank or to a self-owned institution, that part of the total issue 
which is not covered by metal reserve must rank as paper 
money; these notes are redeemable, it is true, but the 
supposition exists that their repayment will not be demanded ; 
if this supposition is not fulfilled, then they will be made 
unredeemable by law (" inconvertible ”). Normally there will be 
no compulsory rate of exchange for them ; but if they are 
unredeemable, they become the only standard money though 
without a compulsory rate of exchange, because there is no 
other domestic medium of exchange compared with which 
the bank note can be ranked as under par ; the disagio of the 
bank note with reference to gold is on the other hand expressed 
through the foreign rates of exchange. The bank note is not 
legal tender ; in some countries they have forgotten, when 
making it unredeemable, to make it legal tender, and the question 
then arises whether I am bound to accept bank notes in payment 
of an amount due to me. It will only be during and immediately 
after a war that bank notes are unredeemable and value 
determining. Thus it happens that a bank's originally modest 
sole promissory note ends up by being real paper money which 
has all the effects of paper money with this difference, that 
the gain from the issue goes to the bank and not to the State. 

The issue of bank notes is a delegated exercise of the prerogative 
of coinage ; since this privilege should not procure the ruler 
any important gain, neither should it do so to the bank. A large 
profit can only be gained by the abuse of this privilege, and 
it must be said that people pay double when, firstly, they pay 
for an exaggerated issue of bank notes through the rise in price 
of everything, due to inflation, and secondly, they pay as tax¬ 
payers the interest on loans contracted by the State with the 
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bank of issue ; that is why for example in England the State’s 
bank-advances will be at a low interest or none at all. Seen 
from the point of view of the bank, the issue of bank notes, 
as regards that part which is not covered, is just the same as 
a deposit free of interest . The difference between a loan and paper 
money (whether it be the State or a bank that issues) is that 
the interest earned by the lending out of the paper money 
can amortize the paper money, whereas the interest earned 
by lending out of deposits goes to the paying of the interest 
on those deposits. 

Issuing and Calling in. —The State issues paper money 
as a means of paying its contractors, soldiers and servants ; 
it is at once accepted at the level of prices determined by the 
metal currency, a level which, however, it soon forces upwards ; 
the issue of paper money frees the State from the necessity of 
imposing taxes or raising loans. Some of the bank notes issued 
remain in the hands of the public, because a higher level of 
prices necessitates more cash ; others go to the banks and 
become cash reserves on which a new credit can be built; others 
again return as taxes ; if the State burns these, it has had quite 
a defensible short term loan without paying interest; but in 
99 cases out of 100 it will send them out again so as not to have 
to double taxes of the current year. If the bank note is issued 
through a bank the note will come into circulation by the State 
discounting its treasury bills in the bank ; they can also come 
into circulation by the State inviting subscriptions to a loan ; 
in order to obtain money to subscribe, the public draws on its 
balance m the banks or borrows on other shares and bonds so 
as to open a credit at the bank on which it can draw—a credit 
the consequence of which is bank note inflation. The issue of 
bank notes will not as a rule be the first phase. During the Great 
War the extension of credit went before the issuing of notes : 
not only the State but also private individuals demanded the 
largest loans they could get against security, and these were all 
the more easily obtained since stocks and real estate had risen in 
value : during the war, with a margin of 50 per cent., one could 
borrow more on the same real values the price of which had risen, 
than before the war with a margin of 10 per cent. This credit 
inflation forced up the level of prices and necessitated an increased 
issue of bank notes. A Dutch bank manager is to some extent 
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right in maintaining that the note banks were forced to issue 
a large quantity of notes because credit had previously been 
strained both on the side of the State and of the other banks; to 
this the critics of the bankers' policy reply that the latter have 
the same responsibility, because they ought to have prevented 
the violent expansion of credit and that they could at all events 
have done so after the Armistice by raising the discount rate at 
the end of 1918. In the face of this attitude it is difficult to 
accept the defence that a bank must from first to last look after 
its own security only, and that when I wish to borrow 50 per cent, 
on a gilt-edged State bond or £100 on a share which stands at 
£400, then the security is the best that the bank can demand ; 
for a bank of issue must in any case know the difference between 
an inflated and a real value. I am so far willing as to acquit 
the banks of issue during the war, as they could not have resisted 
the pressure of the Governments, but from December, 1918, 
theirs is the full responsibility. 

Paper money can be made to disappear from the world (1) 
by burning it as fast as it returns to the issuer, a proceeding 
sometimes adopted by the issuing banks; it can be withdrawn 
and exchanged for metal—but usually only by degrees, 
as when “ greenbacks ”, issued during the American Civil War, 
were in part withdrawn over a period of years. 

(2) Only rarely will the State redeem its paper money with 
metal and at par, which means extra taxes and disposal of assets; 
it is therefore sometimes withdrawn and exchanged for State 
bonds, that is to say one consolidates the paper debt voluntarily 
or compulsorily. But the State bonds must pay interest and 
be amortised, and this when prices are low, even though the 
debt so consolidated has been contracted when the level of prices 
was high ; in point of fact this is a very handsome present to 
the holders of the paper money ; and it will often be a relatively 
small circle which has hoarded them when the rate of exchange 
was low. It is a common experience that paper money, as it 
advances towards par, is hidden away, since its increase 
in value year by year more than counterbalances double 
the interest that is lost on the money so put aside. The 
last owner of the paper money thus gains by the fact that its 
purchasing power has increased in the same ratio, as it has 
been withdrawn from circulation. 
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(3) Another way is to exchange paper money for new paper 
money, as has frequently been done in Austria and Italy. Some¬ 
times Statt notes will be exchanged for banknotes and sometimes 
vice versa ; early banking history in most countries will furnish 
lots of examples. It can only be to the advantage of the creditor 
if the new note is able to keep its value, for example if it is 
covered by real securities which are not essentially affected 
by deflation'; for one of the reasons why the banks of issue are 
often afraid of deflation is that the amounts loaned, corre¬ 
sponding with the amount of unsecured notes, become unsafe, 
owing to the fact that the creditor loses his capacity to 
pay when his stock of goods, house property and shares 
go down in price through a reduction in the quantity of 
notes. 

(4) In most cases the quantity of notes is reduced through 
devaluation, that is to say exchanged for other currency at a 
rate of exchange somewhat above the current rate but at far 
below par. In Denmark in 1813 devaluation reached 90 per 
cent., after de Witte’s reform of the currency in Russia 15 per 
cent., in the Argentine 100 gold pesos were made the equivalent 
of 227 \ paper pesos ; in Austria such reductions have often 
been effected. By devaluation the exchange may be made with 
precious metal (Massachusetts 1749) or with other forms of 
paper money (Austria), or again, one can give bonds instead. 
In the last two alternatives it is a question what will happen 
to the new issue ; in Denmark in 1813 the new riksdaler note 
did not appreciate in value at once but only rose from 1814 ; 
in France the mandats which followed the assignats were as 
worthless as the latter. The most brutal form of devaluation 
is to be seen when paper money is cancelled by lazv ; practically 
the same thing happens when to stabilise paper money one 
waits until it is really worthless ; there was reason to believe 
that Germany was desirous of stabilising the paper mark when 
the latter was worth approximately a half-penny, at the end of 
1921 ; it was, however, preferred to only stabilise the rate of 
exchange at 1 billion paper marks = 1 gold mark, which is 
practically the same as to say the paper mark was made worthless. 
Devaluation will often be an expression of stabilisation , since 
the nominal value is reduced to a point slightly above the 
actual rate of exchange. 
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(5) Finally, it may be considered sufficient to withdraw 
a certain number of notes and first to stabilise the remainder 
and then to bring them up by degrees to some definite rate 
of exchange, if it is intended to devaluate the notes, or to par. 
But this presupposes a manipulating exchange policy, based 
on the duty of the bank of issue to offer on demand foreign 
bills of exchange at a fixed rate of exchange. (According to 
the Danish plan of December, 1924, the paper crown must be 
kept at at least 65 per cent, of its gold parity, rising in two 
years to 70 per cent. This arrangement, backed by an American 
credit-reserve of 40 million dollars, not yet touched, has so far 
succeeded beyond hopes or fears : the Danish crown is 25 cents 
—93 P er cent, of parity ! From July, 1925 , the crown com¬ 
menced a wild race for parity ; a lock-out stopped imports of 
raw materials, a good harvest reduced the quantity of foreign- 
grown foodstuffs to be imported, and the promises of the State 
to make for parity within reasonable time turned the scale of 
speculation. The crowns which emigrated during 1920 - 23 , 
and were transformed to dollars and sterling, resumed their 
ordinary form, the sterling deposits were withdrawn from London 
and sterling was offered cheaply on the Copenhagen Exchange ; 
now the real speculator set in—the American, the Dutchman, 
and the French capitalist in his mad flight from the franc. At 
the end of 1925 the minimum at which the bank had to keep 
the crown was changed, so as to secure a quotation oscillating 
round about a shilling, 90 per cent, of parity. 




PART II 


THE EXPLANATION 

CHAPTER IX 

Paper Money and Inflation 

The Effect of Debasing the Coin. —During the period of natural 

economy (in kind) in the Middle Ages the question of currency 
was of slight importance. Indeed, well into the period of the 
absolute monarchy all dealings such as those between land- 
owners and tenants, and in part those between the king and 
his officials, were settled without money. Such dealings were 
settled in goods (in natura) and, as regards officials, in direct 
service and the right of usufruct; in the relationship between 
master and man money played a very small part, as the man 
lived in his master’s house, and it was only in the case of the 
day-labourer that money wages came into consideration. Thus 
debasing the currency only affected goods which served in 
international trade, especially luxuries, as well as soldiers’ 
pay, etc. Its injurious effects had limits, even though they 
were very perceptible within those limits. 

The ruler’s policy of putting into a coin less metal than its 
face value indicated leads us finally to realise that the substantial 
value (the value of the metal content), the nominal value (what it 
pretends to be) and the exchange value (the amount for which it 
is accepted) need not be the same, as there may be a great 
difference between the two first, whereas the exchange value 
may lie anywhere between those two values; the exchange 
value may even be higher than the nominal value, e.g. when 
a country has a favourable balance of payments and when 
its currency is in great demand abroad (Sweden 1924). 

The prince tries to bolster up his debased currency by making 
it legal tender , i.e. a compulsory medium of payment. Here 
he meets with two difficulties : in the first place the level of 
prices rises t that is to say his underweight coin loses its domestic 
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purchasing power, not because it is underweight, but because 
there is too much of it; and this is inevitable for otherwise 
the debasement of the coinage would not produce the desired 
financial result. The ruler resists the rise in the level of prices 
by fixing maximum prices; about 300 a.d. Rome gave the 
world an example of this on a large scale, to be imitated by the 
rulers of the Middle Ages and of the absolutist regime, and during 
the world war by all States. But economic laws proved too 
powerful. 

The other difficulty met by the ruler in his currency policy 
was a little less troublesome, viz. : that the rate of exchange went 
against him and that there was an agio for silver as against the 
depreciated coin ; a trade balance cannot be favourable in the 
long run, and then when payments must be made in under¬ 
weight currency that currency is only accepted by foreign 
merchants at its international value, that is, its silver content. 
Then the lawyers of the royal exchequer come to grief with 
their doctrine (advanced again in our day in Knapp's (( Staatliche 
Teorie des Geldes that it is the king’s command, and not 
the metal content, which gives coinage its title of nobility ; 
the theory is correct in so far as it is the king’s impress which 
inspires confidence in the coin, but it is not so when confidence 
is lacking, and this confidence is bound to be wanting when 
the balance of payments is adverse, a state of things which will 
always be brought about after some time with an inflated level 
of prices. 

The merchants undertook this assaying of the ruler’s coin 
to see whether there were really 9J species dollar in a Cologne 
silver mark, and they insisted on being paid in a certain limited 
number of coins, especially in those of the great trading city- 
states, such as the Venetian ducat or the Florentine guilder, 
which were minted full-weight—even the Lubeck mark and the 
Joachimsthaler were not of their nominal weight and fineness— 
or contracts were based on silver weight or again on a fictitious 
unit of calculation, such as the marco di scudo or the Hamburg 
mark banco , so that if payments were made in Danish coin, 
the latter’s real silver content was weighed and then converted 
into mark banco. Here we find a confirmation of the observations 
of Thomas Gresham, the famous financial agent of the last 
Tudors’ in Antwerp, that t>ad coin drives good coin out of 
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circulation when the face value of both is the same, for every 
time a goldsmith is compelled to utilise a coin for melting down, 
as well as when he has to pay abroad, he will take the purest 
coin, values being equal. But this so-called " Gresham's 
law ”, which is the negative supplement of the lawyer's “ State 
theory of money ”, is naturally subject to the corresponding 
restriction : so long as the balance of payments is good, it does 
not come into play. At the same time there is another 
restriction to its application, viz. that if too much bad money 
has not been issued, it can be utilised as a kind of small change, 
side by side with the coinage of the same face value, or it can 
be given a certain proportionate value with regard to the good 
coinage, and finally, debased coinage can be so despised that 
no one will have it. 

The ruler strives in vain against an unfavourable rate of 
exchange ; he makes it a crime to claim agio for the good coin, 
forbids its melting down and its exportation, but meanwhile 
he melts it down himself and forbids the importation of his 
neighbour's bad coinage. 

The result of the debasement of the currency on the level 
of prices for those services and goods which are at all regulated 
by money, gains in importance as it applies to an increasing 
number of services and quantities of goods ; in the 19th century 
it applied to nearly all kinds of goods, although natural economy 
(in kind) still kept a hold in some rural districts. But about 
1870 money economy (properly so-called) was superseded by 
credit economy, in which an increasing proportion of the trade 
is done by credit. During this period the debasement of the 
currency is produced by credit inflation ; the private banks— 
not the rulers—are the counterfeiters. 

Gold, Banknotes, and Credit. —Circulation takes place by 
means of cash or credit; the simplest form of credit is book- 
credit , which in point of fact is merely deferred payment but 
which need not be settled by a cash payment when, as in the 
case of the farmer and the village stores, there is a contra- 
account. If I have an account in a bank, I can draw a cheque 
on it. The recipient of the cheque will place it to his account 
if he has one (here the clearing is done by a simple transfer from 
pne account to the other); the same cheque can pass through 
various hands and thus serve as a means of payment for several 

G 
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kinds of transactions. Without having deposited anything 
I may have the bank open a credit for me if I provide security 
such as a stock of goods or shares, that is, the bank allows me 
to mobilise my capital; the bank can go further, and open 
a cash credit on surety. Finally, payment may be effected by 
endorsing a bill of exchange ; I can sell it to the bank which 
will credit nae with the amount after deducting the discount. 
Probably ninety out of every hundred transactions are carried 
out on credit, cash only being used for a certain part of the retail 
trade and for the payment of wages. We must at once take as 
a postulate what I have dwelt upon elsewhere, viz.: that the level 
of prices is determined by the amount of available credit , as the 
latter forms by far the greatest part of the means of exchange, 
and that its amount is in the highest degree variable, because 
it is based on a psychological factor, trust. At the time of a boom 
the amount of credit obtainable is probably double what it is 
in periods of crisis ; the expansion of credit (the greater or lesser 
extension of credit facilities) depends on the will of the banks 
to mobilise the capital values of their clients or their individual 
capacity. Necessarily prices do not yet rise in proportion 
to the quantity of credit but merely in the same direction, 
for some of the credit goes to increase the turnover of goods and 
of the representatives of capital (shares, titles to real estate, etc.). 

Cash is made up of small coin, banknotes and some gold, 
more of the latter in England than in Denmark. We have 
still to deal with two elements : (1) the store of gold in the bank 
of issue , which, for the time being, comprises nearly all the 
gold in the country, and (2) the cash balance in private financial 
institutions, which is in banknotes or deposits with the central 
bank; it is by the movements in these funds that the banks 
can see whether the extension of credit has been too great; 
so long as cheques are only credited to the account of the payee 
and are not cashed, the bank can continue its loans; as soon 
as cash payment is demanded the cash balance decreases, the 
danger signal is given and an increased rate of discount will 
drive away borrowers whose business is less profitable than 
the bank rate. The increased bank rate will also lower the 
price of bonds, shares and property, since a security at 4 per 
cent, demands a higher price when the bank rate is 3 than when 
it is 5 per cent. 
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Let us suppose that the whole of the country's gold lies in 
the vaults of the bank ; to avoid wear on the gold piece a bank¬ 
note is issued in its stead; a portion of the notes is, however, 
always kept in circulation. The bank can therefore have a 
quantity of notes not covered by gold. Since 1897 the regulations 
regarding covering have been changed in almost every country ; 
from demanding a covering of three-quarters one has come 
to a covering of one-third, that is to say, that the same quantity 
of gold serves as a basis for more than twice the quantity of 
notes. Banknotes go into circulation through loans and the 
purchase of securities; part of the notes will remain with the 
public as cash, the rest will be found in financial institutions as 
cash balances and thus becomes the basis of the granting of 
credit over and over again. 

Let us now draw up the following statement showing the 
increase in the amount of credit: 

(1) A quantity of gold, representing 100 millions, will give 
for example 300 millions in notes, 200 of which will remain 
as the cash-reserves of the banks; with a credit expansion 
of 10 there will be put at the disposal of the public 2,000 million 
pounds in credit. Supposing the gold supply is increased to 200 
millions; the same rules holding good as regards the 
covering for notes, there will be 400 million pounds for 
the cash-reserves, and, with the same credit expansion of 
10, there will be 4,000 millions at the disposal of the 
public. 

(2) However, it is rare that the quantity of gold is increased 
by one stroke, but the regulations concerning the reserve of specie 
fch notes may be modified so that, for example, double the 
quantity of notes can be issued for the same quantity of gold, 
that is to say 400 millions in notes, which will again give a 
basis for 4,000 millions in credit. 

(3) Finally, it may happen (and this is what always happens 
during a boom), that neither the quantity of gold nor the quantity 
of notes is increased, but that the coefficient of expansion of credit 
is doubled from 10 to 20, so that on 200 millions in notes, not 
2,000 but 4,000 millions are granted in credit. 

During the Great War all three things took place; the 
quantity of gold was doubled, since all the gold which was 
in private hands flowed into the banks!; the percentage of 
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gold reserve was reduced and the extension of credit was 

greatly increased :— 

Gold in Quantity of notes 

banks. in cash-balances. Amount of credit. 

1914 100 2 x 100 = 200 10 x 200 = 2,000 mil. crowns 

1919 200 4 x 200 = 800 20 x 800 = 16,000 mil. crowns 

The quantity of credit given was increased eight times through 
the quantity pj gold being doubled ; eight times the amount of 
credit gives a larger turnover and a level of prices, say 5 or 6 times 
higher than the peace-time level. Owing to regulations, prices 
of certain goods remain low; others, especially those which 
are not included in the price index, such as services and luxuries, 
will rise all the more and the representatives of capital, such as 
shares and real estate, will rise out of all proportion. 

Effects of Inflation.—The effect of credit inflation is the same 
whether it has been preceded by a note inflation or not; but 
if there has not previously been a note inflation, credit inflation 
will some day collapse, both because it brings about a wrong 
investment of capital and because it raises the prices of raw 
materials higher than those of the finished articles. If on the 
other hand credit expansion is based on a plentiful issue of 
notes or is supported by a subsequent issue of notes (as has 
been the case this time), then one can theoretically continue 
the inflation of prices in absurdum. Paper money has, then, 
to an even higher degree than underweight coinage, the 
particular characteristic that it compels one to go on issuing 
it; it is “ eine ewige Krankeit, die sich weiterschleppt ” ; every 
time the decisive point is reached at which the banks should 
reduce the amount of credit granted, owing to a reduced cash- 
balance, a new cash-balance can be created for them by an 
increase in the amount of paper money, whereby the level of 
prices is maintained or increased. 

Inflation which puts purchasing power in the hands of the 
public is always manifest in an increased demand for raw materials; 
when more paper money is issued, there is no need to increase 
the discount rate to protect the cash-reserve; certain offers 
of investment are accepted which should be refused in view 
of the existing scarcity of capital; but as the quantity of goods 
has not increased , the scarcity of capital will manifest itself 
in a rise in prices, in the first place on capital property . But 
when this rises, existing stocks bring a profit to their owners 
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which permits of their indulging in an increased consumption 
of articles of luxury; owing to this the increase of prices goes 
further, from raw material and machinery up to the finished 
article. The demand for the latter will again cause a rise in 
the value of capital property and at the same time in the value 
of stocks of finished goods. Setting aside the fact that in the 
end inflation always causes some increased production by 
occupying all idle productive forces (the reserve of the 
industrial army and the working under full pressure of 
existing factories) we must maintain that, notwithstanding 
the increase in the quantity of money, there exists practically 
the same quantity of goods and consequently also the 
same quantity of technical capital property. But now if 
one form of production attracts real capital for the very reason 
that its goods are the first to be affected by the increase in 
prices, there will remain so much less capital for the other 
forms of production ; it may be that the latter are the normal 
forms adapted to normal consumption and to the normal 
distribution of income. Just when the abundance of paper 
money keeps the rate of interest down, capital will be invested 
over a longer period than the real amount of capital warrants; 
every inflation is then so to speak destructive to capital, because 
it causes wrong investment; palatial villas, and not modest 
homes, are built, likewise factories producing articles of luxury 
which can only find an outlet on the presumption of the abnormal 
profits in a period of inflation ; factories are built with a capacity 
of output greater than the purchasing power of the public; 
as in Europe in 1919 to 1922, when a tonnage was built lj times 
as large as was needed, etc. As prices increase, so do the 
profits of factories and, since the value of the latter is a multiple 
of their annual return, this value also rises and manifests itself in 
the increased price of shares and in the profit thus derived by the 
shareholders. And this increased value of shares is greater than is 
warranted not only by the relatively short period of increased 
profits but also by the actual profit; for a part of the increase in 
the medium of exchange is absorbed in the purchase of such 
shares, factories and property. In the same proportion as capital 
is invested, raw materials and machinery increase in price ; it 
costs more to put up a new building and to equip a factory; 
old undertakings increase in value according to the cost of new 
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undertakings, and they yield their owners new profits, realised 
by the transfer of the property. 

Further, capital is destroyed through exaggerated consumption; 
suppose I hold a stock of 1,000 articles at £100 each ; the value 
of this stock doubles, and by selling it at a price of £200 each, 
I shall have gained £100,000 over and above my usual profit; 
if I now makejuse of half this profit I can. for £150,000, purchase 
a new stock; the value of my stock is greater by £50,000, but 
it only contains 750 articles at £200 ; in spite of the fact that 
the value of my stock is 50 per cent, greater, its real content 
is 25 per cent, smaller; this 25 per cent, is a destruction of 
capital. The same thing holds good when selling shares which 
from par have risen to 300. I consider that I can spend £100 
for each share I hold and that I can further purchase shares 
for £200 where formerly I could only purchase up to £100; but 
formerly for £100,000 I obtained more shares than I can to-day 
for £200,000, since the price of the shares has trebled. 

Thus inflation involves the exaggerated consumption of capital for 
the two reasons quoted. This, in my opinion, is not compensated 
by the fact that inflation makes the rich richer and the poor 
poorer; it is true that a very unequal distribution of income 
may have as a result greater savings than a more equal 
distribution, because up to a certain limit of income the whole 
income is spent [Newcomb's statement); but a large part of 
income received during a period of inflation has not its 
corresponding real income as a base, but is profit arising from 
a boom, and is in reality a transfer from the capital account 
to the revenue account; and even the true savings are lost 
by being ill-invested. 

Experience thus shows that a period of inflation often leaves a 
community poorer ; it sets up a standard of unreal values which 
do not correspond to real capital property and on which interest 
cannot be paid without having recourse to taxation, to State 
debts or to an uninterrupted inflation and forcing wages down 
to the hunger limit. The lack of real capital is fatal to everyone, 
and especially to the wage earners, for not only is the position 
of capital as a relative monopoly reinforced in proportion to 
the other factors of production such as land, labour and the 
ability of the employer; but capital’s share in the proceeds 
of production must also increase, for the lack of capital compels 
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a reorganisation of industrial technique : a country which has 
£50 per workman can give each one a machine, but if it merely 
possesses £5 it can only provide him with implements (spades, 
etc.); the question of how far it is profitable to employ 
technical processes, machinery, depends on how much capital 
can be put at the disposal of each workman. The destruction 
of capital during the war leaves Europe the choice of adopting 
a lower technical standard (with correspondingly lower real 
wages) if all labour is to be employed, or of preserving 
the present technical position and allowing a large body of 
men to be unemployed. Probably this will result in a series 
of short economic periods, in which a flare of credit will soon 
vanish because it runs against a lack of real capital, and these 
periods will be followed by oft-recurring periods of great 
unemployment. 

To passive capitalists, to people who were creditors before 
inflation set in, this means a real loss; if £50 represented 
5 cows at the time the loan was contracted and, at the time of 
repayment, only 1 cow, the debtor’s profit, that is the profit 
of the active capitalist, balances the creditor’s loss to the same 
degree, the creditor being the passive capitalist. Further, 
inflation is destructive for the State s finances ; at the beginning 
of the year taxation is imposed which is calculated on the basis 
of the estimated expenditure ; during the year this expenditure 
is met, but at a time when the level of prices has risen; the 
revenue is realised as forecast a year previously and conse¬ 
quently is not sufficient and then the State is tempted—nay 
forced—to cover the deficit by resorting to a domestic loan 
which will bring about the issue of banknotes, unless the State 
prefers to issue paper money itself. 

We are now in a position to appreciate the laws governing 
the use of paper money; in itself it is not at all an evil; the 
idea of paper money permits of its use just as other currency, 
provided it is kept within certain limits; but practically 
it is impossible to keep within those limits, paper money always 
ends in inflation, which continues to increase, theoretically 
to the limit of society's capacity. To those who desire to read 
the evidence of history and of the various writers on this subject 
I recommend Professor Jastrow’s admirable book " Geld und 
Credit ”, in which, without writing a single line himself, he has 
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gathered together the views of economists, politicians, 
philosophers and even of literary writers; from the latter 
he has taken the well-known scenes in the imperial hall from 
“ Faust ”, where we first see Mephistopheles advising the emperor 
to get out of his financial distress by issuing paper money on 
the strength of the treasures lying in the earth, and to redeem 
it in proportion as these are extracted ; in the next scene we 
are shown the first period of inflation, when each courtier and 
tradesman fancies himself rich ; and finally the last period, 
that of famine, when everyone is poor. 

The issue of paper money can delay a crisis , but will, in return, 
make it all the more intense ; inflation is practically inevitable 
and increases in geometrical proportion. The Bullion Committee 
of 1810 pronounced it a “ true doctrine ', from the violation of which 
“great evils are growing ” (viz. inflation and a ruined rate of 
exchange), that unredeemable paper money can only maintain its 
value “ by limiting its quantity, based on observations of the price 
of raw gold and on the rate of exchange ” (Mr. Cannan's r£sum£). 
To this should have been added “and on an observation of the 
level of prices ”. Among the members of the Committee were 
Thornton and Huskison who, among others, were backed by 
Canning in Parliament. The bankers, with Vansittard at their 
head, succeeded in having it voted by Parliament that banknotes 
were to be held in public opinion to be the equivalent of the 
public currency of the Empire. The Committee's proposal 
to re-establish the basis of gold redemption, now that no other 
“ sufficient remedy for the present or security for the future can be 
Pointed out ” and that other remedies, such as a compulsory limit 
to the granting of credit by banks, would be inadequate 
for the purpose and “ because the necessary proportion could never 
be adjusted and , if once fixed , might aggravate the inconveniences 
of a temporary pressure ”, had no immediate result, but only long 
afterwards, when facts proved stronger than interests and than 
the “ common sense ” of the man in the street, to whom it is 
always evident “ that the earth is as flat as a pancake ”. Such 
is always the fate of theorists in conflict with those practical 
men—who “ can never see the forest, but only the trees ”. 

We have already mentioned Gresham's law ; the same applies 
to paper money: if too much of this is issued it will drive coinage 
out of circulation. 
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At the time of issue, paper money is a kind of tax on the 
circulation of goods in the same manner as is underweight coin ; 
in proportion as the issue increases it ends in a confiscation. 
It would not be equitable to deal with paper money as being 
State loans, as generally speaking the State does not redeem 
the paper money, if it were not for the historical examples of 
paper regime and especially the regime of unredeemable bank¬ 
notes, which are intimately connected with a huge debt contracted 
by the State and consequently a side effect of that debt. 

Rates ol Exchange. —Paper money ruins the domestic level 
of prices, but the purchasing power of paper money must also 
fall in the end compared with gold and compared with the 
currencies of other countries, in so far as paper money disturbs 
the trade balance and the balance of payments. 

When prices rise in a country, it would be profitable to 
encourage imports and to reduce exports, so long as the rate of 
exchange remains the same ; this will bring about a demand 
for foreign currencies which will raise their value in, say crowns. 
Normally, a high dollar exchange rate results in the Danish 
bond (in crowns) being cheaper, expressed in dollars, and 
consequently leaving the country, whereas at the same time 
Danish holders of foreign money-claims are selling these as they 
will receive more for them in crowns; in the case of gold 
redemption the unfavourable rate of exchange forces the National 
Bank to raise its discount rate and thus make it profitable to 
deposit money in Danish banks ; at the same time the exchange 
value of shares and bonds will be lower; further, a high 
rate of exchange on foreign bills causes these to be offered on 
our exchange—disregarding the fact that a high rate of discount, 
by making it profitable to reduce stocks and to postpone 
purchases and the erection of new buildings, will in itself reduce 
imports. 

Now if paper money is the unredeemable standard currency, 
that automatic check on the rise of the dollar and on the fall of 
the crown will not only cease to be a check but, on the contrary, 
will act in the opposite direction in so far as the psychological 
moment now enters : the fear of a further depreciation. Instead 
of purchasing bonds in crowns, which are cheaper as a result 
of the lower dollar value of the crown, the foreigner will sell 
them back to Denmark so as not to take the risk of a further fall 
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in the value of the crown, in the same way as Danes, instead of 
selling their dollars and sterling, will purchase more of these; 
this is confirmed by the experience of 1923-24, when the main 
business of many Danish brokers was the purchase and sale 
of dollars and sterling ; the opposite happened in 1925. 

An unfavourable trade balance must result from the rise in 
the level of prjLpes, when not followed by a corresponding increase 
in the rate of exchange. Theoretically, a position of stability is 
re-established when the dollar has risen and the crown fallen 
so far that there is no further advantage in forcing imports and 
putting a check on exports, as for example when an English 
article, which could be procured in Denmark at five pounds 
sterling at say 18 crowns to the pound, will not cost us 90 but 
100 crowns when the pound has risen to 20 crowns. But that 
position of stability is not reached ; every time we have an 
unfavourable balance of payments—whether this be due to the 
fact that we consume too much or that we purchase very 
remunerative foreign machinery, or that we invest money abroad, 
even though we do this in the most profitable manner possible, 
or again that we pay interest to the foreigner—the value of the 
crown goes down, and then the psychological moment comes into 
play; we cannot settle our debt as usual by sending bonds ; 
these, on the contrary , come to us in shoals and, as at the same 
time the fear of a further fall in value of the crown makes 
people buy sterling to a greater extent than is necessary for 
payments due abroad, a rise in sterling and a fall in the crown 
follow. For we must remember that whereas with banknotes, 
redeemable in gold, the point of equilibrium is practically fixed, 
in the case of paper money the proportion between the rate of 
exchange and the level of prices has an unstable equilibrium . 
There is no reasonable cause, arising from the paper itself, why 
our paper crown should be worth more tjian a paper franc or 
less than a Swedish paper crown ; for paper money has no 
natural parity; there can be parity only between two currencies 
of the same metal. The American gold dollar contains nearly 
double the amount of gold contained in a Russian gold rouble, 
and that is why its parity is about 2 roubles; but paper has 
no substantial value, its parity is, so to speak, a conventional 
parity; once the rate of exchange has gone down and the rise 
in the level of prices has taken place in a corresponding degree 
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equilibrium is again reached ; and naturally the rate does not 
fluctuate back even when the cause , which brought about the fall 
in the exchange value of the crown , has ceased to operate , but only 
when opposite causes come into operation. 

The course of events is this : (1) Money inflation raises the 
price level, (2) which again attracts imports and disturbs the 
balance of trade, (3) the effect being to create a high rate of 
exchange, say for dollars in crowns. Equilibrium is established 
as soon as the dollar, expressed in crowns, has risen enough to 
create a price for foreign commodities that corresponds to the 
domestic price level. (4) Panic, aided by speculation, does not 
permit the equilibrium to be stable, but creates an extra demand 
for, say, dollars, which carries the rate further up. (5) If the 
bank of issue does not understand its business, this level will rise 
further, until a new equilibrium is established ; the process 
can repeat itself to the detriment of the currency, as is actually 
proved by the case of Denmark in 1920-24. And vice versa : 
deflation impedes imports, raises the external value of the crown ; 
speculation in the rising crown creates an extra demand for the 
crown and carries it further up than warranted by the demands 
of legitimate business; the price level goes further down 
and we have the great evil of a prolonged deflation, as in 
Denmark during the latter half of 1925. 

In spite of an unfavourable trade balance, a country can 
have a favourable balance of payments, as in Austria in 1924, 
where the capital which, converted into dollars, had gone abroad 
during the period of inflation, began to return as soon as the 
stabilisation of the Austrian crown was an accomplished fact. 
Similarly the balance of payments can be maintained by the 
contracting of a loan abroad ; this method succeeded in the 
18th century with the Danish Chancellor Schimmelmann at a time 
when the foreign trade was at a standstill and when the bank 
had not 5,000 daler in silver as covering. This method is 
unfortunate when the issue of notes continues to keep prices high 
while exchange manipulations keep the rate of exchange low . This 
again has the effect of increasing the imports and holding up 
exports. The rate of exchange and the level of prices must 
correspond if the external trade is not to become injurious to 
the country; an exchange policy is worthless which is not backed 
by restricted credit and a little later by a restricted supply of 
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notes, some little time after, for just during the period of 
restricted credit there will be among the public a great need 
of ready money. The notes in cash balances are harmful in so 
far as they increase the amount of credit; the notes in the hands 
of the public have no perceptible effect during the period of 
depression. 

It has been*$aid above that inflation produces an unfavourable 
trade balance and an unfavourable rate of exchange. Never¬ 
theless, we have examples of a rate of exchange remaining 
firm in spite of inflation ; from 1757 to 1816 Denmark was in 
the fortunate position to be neutral in the midst of a Europe 
whose periods of peace were of short duration. We were the 
“ common carrier ” of Northern Europe, and we kept a favourable 
balance of payments, thanks to a good freight and transit 
business, that is to say that the " courant-daler ” note kept close to 
par with the Hamburgerbanco. But this was not sound—each 
succeeding peace treaty giving warning of an economic crisis. 
In a way the Great War has confirmed this so far as neutrals 
are concerned ; the test is, however, not conclusive this time, 
because all countries practised inflation ; thus our crown during 
the war was valued not as against precious metal but against 
the depreciated currency of other countries, the purchasing 
power of which was reduced through note inflation. 

In connection with the rise in the value of foreign currency 
the flight of capital is to be observed, that is to say the flight 
from a depreciating currency to a currency which is appreciating 
in value. This exodus is naturally limited ; a small percentage of 
the national capital can escape through a forced export, the pay¬ 
ment for which is left with foreign banks—for machinery, buildings 
and land cannot be removed—but the effect on the currency is 
disastrous, because the flight for example from marks to dollars, 
or crowns to sterling, deprives a country of the immediate 
resources necessary to pay for imports. “ The flight of capital ” 
is an old phenomenon, as shown in the quotation from Denmark's 
greatest lawyer, A. S. Oersted, in " Dansk Statstidende ” of 
November, 1810 : " Everyone is changing his Danish courants 
into specie or into Hamburgerbanco." This flight only ceases 
when paper money is on the uphill march ; it is then succeeded, 
as in Austria in 1924 and in Denmark in 1925, by the opposite 
movement: the influx of capital. 
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Certain Phenomena ol Inflation. —Many curious circumstances 
arise from the use of paper money, as cai> be seen from a statistical 
treatment of the material available for the past ten years. I am 
not a statistician and, moreover, consider paper money only as 
part of the question of the State’s debt, and so I shall limit myself 
to the statement of the problems involved. In one of his 
articles in the Manchester Guardian , Mr. Keynes draws attention 
to the paradox that an excessive issue of notes will bring about 
a lack of ready money. Oersted had already noticed this 
phenomenon: in 1806 26 million Danish courant-daler in 
circulation were worth 84 million crowns; in 1812 a circulation of 


144 million of courant-daler were only worth 32 million crowns. 
But look at Germany : the following table shows in the first 
place the note issue in millions of marks, in the second column 
is given their value in Danish gold crowns (calculated on the 


basis of the rate of exchange): 


1914 

2,500 mill, mark 

= 

1915 

5,700 

»» 

= 

1916 

8,200 

»» 

= 

1917 

11,300 

»» 

= 

1918 

18,100 

* * 

= 

1919 

36,900 

»* 

=s 

1920 

59,200 

tf 

= 

1921 

79,800 

»» 

= 

1922 

140,200 

»» 

=s 

1923 

5,527,200 


= 


2,250 mill, gold-crowns 
5,000 
5,800 
6,300 
11,500 
15,300 

6.500 

4.500 
1,580 
1,000 


At the beginning of the war the rate of exchange remained 
fairly stable; then the increasing issue of notes made itself 


felt with all its intensity and from 1917 the rate of exchange 
began to turn adversely against Germany. Until the Treaty 
of Versailles, however, the Reichsbank still managed to 
manipulate the rate of exchange of the mark in such a way that 
the amount of money represented by the depreciated notes, 
expressed in gold, was constantly increasing. From April, 1914, 
to April, 1919, the quantity of notes had been increased 16 times, 
but the value of these notes, expressed in gold, 7 times; 
from 1918 to 1919 the quantity of notes was doubled but their 
value in gold was only increased by 35 per cent. During the 
last 6 months of 1919 the rate of exchange fell for good, and. 


in spite of the fact that from 1919 to 1921 the quantity of notes 
was more than doubled, their value fell to below one-third. 


During the following year the quantity of notes was scarcely 
doubled and their value fell again to one-third, atid in 1923, when 
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the quantity of notes was more than 5,500 milliards, or 2,300 
times what it was in 1914, the gold value of that quantity of 
notes was only 1 milliard crowns, or less than half what the note 
issue was worth in peace time. The fall in the rate of exchange 
was now so rapid that the issue of notes would not keep up with 
it, that is to say that if the level of prices had been in proportion 
to the rate qf, exchange, which now was true to an increasing 
extent, there would have been an overwhelming lack of means 
of exchange which would not have been counter-balanced by 
the speed with which the daily depreciating marks changed 
hands. This is further illustrated by the following table taken 
from 1923, in which the first column shows the amount of notes 
in circulation in billion marks, the second column the 
value of these billions in millions of dollars on the basis of the 
rate of exchange. It is to be observed that the notes in 
circulation before the war were worth about 620 million dollars. 


7th Jan. 

1* billion marks = 153 million dollars 

1st April. 

Si 

„ = 275 

»» 

7th June. 

9J 

„ = 121 

»» 

7th July. 

20i 

„ = 91 

»» 

31 st Aug. 

663 

„ = 70 

tt 

7th Sept. 

1,182 

„ = 35* 

it 

15th Sept. 

3,184 

„ = 30 

ft 

22nd Sept. 

8,628 

„ = 50 

tt 

29th Sept. 

28,229 

„ = 138 

tt 

6th Oct. 

47,000 

„ - 51* 

tt 

15th Oct. 

123,000 

„ = 31 

tt 

22nd Oct. 

525,000 

„ -Hi 

tt 

31st Oct. 

2,497,823 

„ *»• 15 

tt 

7tb Nov. 

19,844,720 

„ « 7f 

tt 

15 th Nov. 

93 

trillion marks = 23* 

tt 

30th Nov. 

400 

„ = 60 

tt 


At the beginning of the year the note issue was already more 
than 500 times as great as before the war, but the gold equivalent 
of the amount of notes was only one-quarter. Such a condition 
means a serious shortage in cash ; when the breakdown came a 
remedy was sought in quadrupling the amount of the notes, but 
without succeeding in even doubling their gold equivalent. 
During the whole summer we see that convulsive attempts were 
made to remedy the lack of currency, but in vain. Scarcely 
was the quantity of notes doubled than the rate of exchange of 
the mark fell to less than a half; from 7th July to 7th September 
the note circulation was increased more than 60 times with the 
result that its gold equivalent was halved! From this time 
onwards the amount of notes ^was doubled in less than a week ; 
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indeed, from 7th September to 29th September the amount of 
the notes was increased 25 times; this time they actually 
succeeded in staying the fall of the mark and quadrupling the 
gold equivalent of the notes. But the rate of exchange again 
ran away from the note circulation ; every issue of notes caused 
a fall in the rate of exchange so that the increase in the notes 
became not only useless but it had even a negative result, for 
the fear of an increase in the issue of notes has an effect equal to 
that of an actual increase. On the 22nd October the note 
circulation exceeded half a trillion; at that time a dollar was worth 
45,000 million marks, and the immense number of notes issued 
was not worth 12 million dollars. On the 7th November the 
note circulation was 20 trillions, but its value in dollars was not 
8 million, for a dollar equalled 2,500 milliard marks. The 
machinery of circulation fails ; the drop in the rate of exchange 
is more rapid than the increase in the supply of notes, the 
purchasing power of which practically disappears, people having 
to wait in queues to get money ; even the merchants not only 
rendered their accounts but also made their payments in foreign 
currency. In 1923 Germany had, practically speaking, a 
double monetary standard , viz. : the dollar and the billion mark, 
and even then there was no fixed relation between the two 
currencies; only in the last month of the year was there fixed 
a legal ratio between them in so far as the mark was stabilised 
on the basis of 4,500 milliard marks—1 dollar. 

An examination of the fluctuation in prices under the influence 
of note inflation, as well as an examination of the relation 
between the level of prices and the rate of exchange, are possible 
in so far as Germany provides us with good statistics ; we must 
take into consideration the following four values: (1) the 

currency price , and by this I mean the price of goods to be 
expected if prices rose in the same ratio as the amount 
of notes and double the quantity of notes would double prices ; 
(2) the rate of exchange price , the price to be expected if prices 
increased in proportion with the dollar rate of exchange ; (3) the 
wholesale price expressed in marks ; (4) the retail price , that is, 
the cost of living. 

(It must at once be stated that during the war the rate of exchange 
of the mark was artificially kept up; German currency was not exposed 
to the test of international trade, as the Reichsbank, by means 
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of gold consignments and loans contracted in neutral countries, was 
in a position to effect abroad the purchases of goods, mostly needed, 
and which could not be purchased on credit. During the first two years 
the grip on the rate of exchange was somewhat loosened, and it rose more 
quickly now than the increase in the number of notes. From 1919 
to 1921 the quantity of notes was doubled, but the dollar increased nearly 
6 times the value of the mark. The rise in the rate of exchange was 
accelerated ; twice the quantity of note circulation produced an increase 
of more than five times the amount in the dollar rate of exchange ; in 
1923 prices, based on the rate of exchange, were nearly three times higher 
than those ba£$$L on the number of notes. 

If we consider the cost of living (the retail prices) during the first three 
years of the war they were in keeping with the rate of exchange, some¬ 
times a little lower, sometimes a little higher, but in 1919 they were far 
higher, a position they lost during the following years. The supporters of the 
broad quantity-theory (that the amount of money and the level of prices 
rise in the same proportion) were to have a great disillusion ; during 
the whole period of the war the level of prices for the working man kept 
very far indeed from the level that might have been expected considering 
the note issue. In 1919 one might have expected prices 15 times above 
the level of 1914 prices, but they were only three times that amount. 
Here it must be noted, however, that all the goods forming part of the 
working man’s budget were price controlled, rationed and reduced in 
quality. After the war the control of prices ceased ; the level of prices 
affecting the working man rose rapidly, so that in 1922 it exceeded the 
level of prices based on the note issue ; in two years the quantity of notes 
had increased nearly 2{ times, but the level of prices for the working 
man 4 times. In 1923 the quantity of notes had increased 40 times, 
but the working man’s level of prices increased 80 times. 

These figures show the unfortunate position of Germany's non-trading 
population from 1920 to 1924, a position which psychologically speaking, 
became worse because not only did every housewife lose all sense of 
appreciation of fair prices, but of prices with regard to one another; 
even within the limits of her means she was unable to make reasonable 
purchases. 

As regards the relation between the rate of exchange price and whole¬ 
sale prices, the following may be stated : until the middle of 1917 whole¬ 
sale prices in Germany were a little above the prices to be expected from 
the rate of exchange ; but then the tremendous rise set in which, during 
the first year, was due to the scarcity of goods and also to the merchants' 
recognition that the rate of exchange would vary before the setting 
sun. In July, 1920, the level of wholesale prices was three times higher 
than could have been expected from the position of the rate of exchange ; 
wholesale merchants’ profits were large, but the merchants were constantly 
worried by the fact that on the morrow they would have to replenish their 
stocks at prices higher than those at which they had sold; from this time 
onwards the fall in the rate of exchange became too violent for the whole¬ 
sale prices to keep pace. Retail prices do not keep up with wholesale 
prices; the retailers' purchase price is fixed a couple of months before 
the wholesalers’; in 1920 wholesale merchants' prices were three times 
the rate of exchange price, whereas the retailers’ were only If ; in 1921, 
2 and 1 ; in 1922 the retailer lost by constantly renewing his stock at 
double the price at which he had had to sell, and then he kept his price 
at seven-tenths of the rate of exchange price, whereas the wholesaler 
had only reached one-half; finally, in 1923, the wholesale merchants* 

E rice was only two-fifths of the rate of exchange price, but the retailer 
igged behind again with only one-fifth of it. The figures for each month 
of 1923 reveal the same mad race between the rate of exchange and the 
level of prices.) 
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The Crime of Inflation. —To sum up : Paper money usually 
brings about (1) an accelerated issue, and the tendency is that as 
time passes this will increase at all events in an arithmetical pro¬ 
gression, and often in a geometrical one ; (2) it drives out good 
money, (3) produces an unfavourable and unstable rate of exchange, 

(4) and thus brings about the flight of capital to a better currency; 

(5) it causes price inflation —for goods, stocks, factories, buildings 
and shares, (6) and this in its turn has as a result that people 
use up their capital partly in wrong investments and partly by a 
ridiculous consumption. (7) It makes the banks maintain a 
rate of discount below the natural rate of interest , and in this manner 
deprives them of their means of control, whereby credit facilities 
can be regulated and capital equally divided according to its 
scarcity and the needs of society. (8) It has the tendency to 
create an unfavourable trade balance, by dislocating the 
relationship between the rate of exchange and the level of prices, 
and to create a still more unfavourable balance of payments ; (9) it 
ruins those who hold money and money claims, and this to the 
benefit of the debtor ; (10) it brings about a set of profits which has 
no equivalent in the increase of true values and is still less in any 
relation to the service to the community rendered by the 
profiteer ; those who benefit are those who have to do with the 
stock exchange and the money market; it is chiefly the trade 
parasite that derives the advantage ; over and against this we 
find that all salary earners, that is the intelligent portion of the 
middle classes, have their standard of living considerably lowered. 
(11) Paper money makes merchants and manufacturers powerful, 
but drives them into the grip of speculation, so that many of 
their leading men are thrown out of “ gear ”, both mentally and 
economically. (12) It is destructive as regards State finances, 
making the power of the State dependent upon native and foreign 
financiers; (13) in destroying the finances of the State it ruins 
the efficiency of the State machinery and dissipates its revenues; 
by creating an inordinate and undeserved wealth and at the 
same time bringing down the wages-eamers to the limit of 
starvation, it produces a community socially unbalanced, a 
plaything of revolutionaries. A . 5. Oersted complained in 1815 
that the tradesmen had increased their expenditure on pleasure 
above the usual, “ which would not be envied them if this 



CHAPTER X 


Back to Gold ! 

Stabilisation. —Apparently the simplest way to bring the 
economic status of a country into a healthy condition is, as 
Cannan says, to "go on burning your paper money until it will 
buy as much gold as it used to do ” ; a withdrawal of a total 
of 2 million “ daler (dollar) courant ” spread over a period of 
three years (1791-4) raised the Danish dollar rate 30 per cent. ; 
apart from the fact that this was supported by a favourable 
balance of trade arising out of Denmark remaining neutral 
during the wars of the Revolution which then broke out, 
this way is an extremely thorny path when a country is not 
particularly favoured through a European war. Judging from 
the experience of Finland, Central Europe and the Baltic States, 
it nowadays requires maintaining for years a ten per cent, 
discount rate coupled with a rigorous rationing of credit, to 
scare people away from accumulating stocks, establishing new 
plants or buying foreign values; in Sweden and Denmark 
only the latter remedy was resorted to. After the Civil 
War a middle path was followed in the U.S.A., as in 
that country there was a successive calling in of the so-called 
greenbacks, of which in 1874 there were still 347 million 
dollars in circulation, backed by a 40 per cent, gold 
reserve; by that time their parity had long been attained, 
but naturally they still exercised an influence on the level of 
prices. One party, the Inflationists , feared that too rapid a 
limitation of the media of exchange would lead to a violent fall 
in prices and to a crisis. As a Deflationist , President Grant 
declared that inflation was opposed to all sound financial 
principles, to the national interests and to the State's promises 
towards its creditors. The President did not take into considera¬ 
tion that the majority of these greenbacks had been issued at a 
time when prices were very high, and that in August, 1864, they 
had been below 40 per cent, of their nominal value. 
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If Mr. Caiman's advice seems too drastic, the bank of 
issue may merely adopt a manipulating exchange policy 
accompanied by a restriction of credit, with the object of either 
slowly and successively raising the exchange rate of the 
depreciated currency or of stabilising it at a little above market 
rate ; the issue bank will then be obliged to procure on demand 
foreign bills at a fixed rate, for instance 1 dollar = 5 kroner, 
or £l = 4 dollars, which will compel the bank to have either 
bills drawn on foreigners or credit balances and gold holdings 
in foreign banks, unless a permanent credit can be obtained 
abroad, a reserve which is intended not to be drawn upon (like 
those of Denmark, England, and Sweden in the U.S.A.), or an 
agreement like that which the British government concluded 
during the war with J. P. Morgan & Co., who undertook to 
place at the disposal of the British government the dollars 
required for England’s purchases in America, the rate being 
a practically fixed one : £1 — 4-76£ dollars. In this case the 
issue bank must not >vait until the domestic demand for foreign 
exchange is so great that the private banks cannot keep up 
the supply ; for if it allows itself to be surprised and cannot 
meet the natural demand of the international settlement 
(for the balance of payments is different at the various times 
of the year), the psychological moment makes itself felt : panic, 
bear speculation and the legitimate desire of the business world 
at a time when the exchange market is unreliable to secure 
foreign bills for payments due even very far ahead, and then the 
bank loses its grip on the market. That it can be done has not 
only been proved by the old chancellor Schimmelmann in 
Denmark 160 years ago, and not only by Austria, Russia 
and the Argentine about the turn of the century, but the Baltic 
States too, not to speak of Sweden, have given evidence of 
the fact that they can fairly well maintain the point about 
which their currency oscillates. An exchange policy, however, 
will not prevent fluctuations, but simply keep the centre of 
oscillation more or less steady, and even for this is required 
a keen-sightedness that bank managements do not always 
possess. 

A policy of this kind must furthermore be supplemented 
by a regulating of the note issue and a limitation of credit, 
having regard to the fluctuations of the domestic level of prices ; 
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for if this is too high for example in Denmark in relation to 
the sterling rate, it will create a premium on imports, with 
the result that the balance of payments be moved against 
us until the crown-rate of foreign exchange rises and re-establishes 
the equilibrium between the exchange rate and the Danish 
level of prices. 

The rate of exchange is, however, like other values, something 
relative, indicating the relationship between two currencies— 
for example Danish and English—a relationship which alters 
regardless of whether the change emanates from sterling or the 
crown. Let us imagine an exchange rate of £1 = 18 crowns, and 
also that an article, the cost of which in Denmark is 18 crowns, 
costs £1 in England ; now if by means of credit inflation Denmark 
increases her prices and commodities which formerly cost 
18 crowns now cost 20, there arises a profit in importing 
whereas the exports will be at a disadvantage of 10 per cent.; 
this creates a scarcity of English bills in Danish hands until 
the sterling rate has become 20 ; for then an article costing £1 
in England can only be imported at a cost of 20 crowns. Now if 
we wish to bring our level of prices down by means of restricting 
credit, to make the price again sink to 18 cr., the exchange rate 
of £l = 20 cr. cannot be maintained, preventing as it does 
imports to Denmark which can only be resumed when sterling 
has fallen back to 18 crowns. On the other hand if we start to reduce 
the exchange rate by means of a foreign loan without stopping 
the domestic price inflation, the proceeds of the loan will be 
rapidly consumed in covering a forced importation, and sterling 
will rise again. 

And yet our crown can be improved without any effort on 
our part if in England inflation sends articles formerly 
costing 20, up to 22 shillings, which at an exchange rate of 
£l = 20 crowns is 22 cr. ; for this article, however, we 
will only pay 20 cr., and thus will not be in need of 
all the bills procured for us by our butter exporters; their 
crown value will therefore fall until the point of balance has 
been reached : £1 = 18 cr., for then 22 shillings will be 20 cr. 
(the price of the Danish article), and the imports can start again. 
Thus parity can be attained whatever may be the level of prices 
if only they have risen to the same degree in both countries; 
if there is not a true purchasing parity (Cassel), the country 
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whose level of prices (expressed in the currency of the other 
country) is relatively the lowest, sends goods to the country 
whose level of prices is relatively high (“ dumping ”). If 
America’s price level is 150, Denmark’s may also be 150 and 
the dollar remains at par; but if the Danish price level 
becomes 200, the dollar rate—everything else being equal— 
will rise by 33 per cent., and, until it has reached this point, 
America will “ dump ” goods into Denmark. But if America's 
level of prices rises to 200, at which the Danish level lies, then 
Denmark will dump into America until the dollar has fallen 
25 per cent, in relation to the crown. If the percentages of 
inflation were the same everywhere , there would he no external 
currency problem. 

The following observations arise out of the attempts at 
stabilisation made in Europe after 1920 : (1) They can only 
succeed when accompanied by a very severe tightening of 
credit (high bank rate or credit rationing); the maintenance 
of the equilibrium on the capital market is of vital importance 
to stabilisation. (2) One cannot in the long run allow credit 
inflation and rising prices and still maintain the exterior value 
(the exchange rate) of the currency. (3) The balance of trade and 
of payments of a country are dependent upon the relationship 
between the exterior and interior value of its currency ; if 
Denmark raised the exterior value of her crown by 25 per cent, 
without raising her level of prices, we would have an importation 
of gigantic proportions, which would force down the crown 
again. (4) Exchange reserves abroad are only of secondary 
importance, and are worthless when the ratio between the 
rate of exchange and the level of prices is not in order. 
(5) Restrictions upon foreign trade and transactions in foreign 
bills are more liable to do harm than good. (6) If stabilisation 
is not sufficient, and it is desired to bring up the currency 
to par, a continuous limitation of credits is required accompanied 
by a paralysing deflation of prices, the advantage of which is difficult 
to prove. (7) In the Baltic States the endeavours towards 
sound economy since 1920 have been accompanied by severe 
restrictions of credit and high discount rates, for a long 
time above 10 per cent., as well as a perceptible lack of 
cash, because they started with the withdrawal of notes and 
not with the limitation of credit; a sudden restriction of 
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credit always craves an extra quantity of notes with which to 
cover legitimate business, which is normally carried on by the 
help of credit; just because inflation begins with expansion 
of credit, the note circulation must never at first be restricted 
as much as the credit. 

When the Danish crown, the parity of which is 27 cents, 
stood at 17 iu, 1923, some people demanded that the crown 
should first be brought up to the gold parity by means of a firm 
discount- and credit-policy, before returning to gold. The 
advocates of the parilv crown forgot that we had not the 
will either to make the necessary sacrifice (among other things 
a paralysation of the industries) or to face the truth. 
The political parties exploited the exchange debacle for the 
purpose of riding their own hobby horses, and the classes to 
advance their own interests ; common sense was drowned in a 
debate on the duty of saving (meaning of course that it was 
one's neighbour who spent too much), in the regulation of 
imports, protection duties, disarmament, and so on, whilst 
the National Bank favoured a new inflation without under¬ 
standing the problem. Instead of restricting the quantity 
of money the politicians have, to quote Cannan, been 
content to “ amuse their ignorant subjects with fantastic 
explanations and chimeric schemes for correcting the exchanges 
by stopping imports or by borrowing still more abroad ”. By 
positive measures, including foreign credit and internal credit 
restriction, the crown, aided by the speculators, turning the 
other way, was raised from 65 to 93 per cent, of parity 
(December, 1925). 

Convertibility of the Notes. —What is in reality the most 
simple—and therefore in practice the correct way—is to establish 
complete redeemability in gold; at the same moment the 
machinery which worked automatically before the war would 
commence to operate : our bonds can resume their function 
in the international trade, when the risk of a depreciation in 
the value of the crown, which is present as long as notes are 
inconvertible, and which looms closer every time the balance 
of trade goes against us, will have disappeared, and our bonds 
with the resumption of the redeemability of the notes have 
become the gilt-edge bonds of a wealthy country. There is no 
need to fear that the gold will stream out of the country—this 
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is merely irresponsible talk ! Not 50 millions in gold will be drawn, 
for when all comes to all, America prefers 5, indeed even 4 per 
cent, gold bonds to gold nuggets which only fill up space and 
into the bargain threaten the U.S.A., which already has more 
than twice as much gold as it had in 1912, with an inflation 
out of all bounds. So far no country’s total indebtedness to 
other countries has ever been settled by gold; some few 
millions have been drawn out of the country and then 
the automatic brake has commenced to move ; it is an insane 
idea that all Europe’s debt to America should be settled by gold, 
for all the gold stocks of the world’s banks would not be 
sufficient; it is in the opposite direction that the danger lies : 
America is only waiting to lend us her gold as soon as Europe’s 
currency is again “ hitched to the gold stake 

For a hundred years this automatic system has acted, and it 
was good conservative policy to retain it; why should it now 
have become madness and chicanery ? 

The crucial factor is redeemability of the banknote, the 
secondary one is : at what rate ? In this connection it will be 
well to realise that if Denmark redeems at par and gives 
4 grammes of gold = 270 U.S. cents for the ten crown note, which 
is at the time of writing worth 190 cents, then the price of both our 
import and export articles will fall 33 per cent., which in the end 
will lead to an equally heavy fall in the level of prices and a still 
heavier fall in the price of land and manufacturing establishments, 
to the detriment of the “ active capitalist ” and to the benefit of 
the passive capitalist (the bondholder, if he does not hold second 
mortgage). That a devaluation crisis in the long run is just as great 
a national as an individual disaster will be denied by those who 
subscribe to Mr. Falbe-Hansen’s opinion that it was just as much 
the Danish agricultural crisis in the ’twenties as the agricultural 
reforms from 1784 to 1800 which laid the foundations of the 
regeneration of our agriculture ; the devaluation of the land 
allowed new, unencumbered farmers to obtain land cheaply, 
and, of course, the worst thing that could happen is to have an 
employer class tied up with debt. In contrast to Norway 
and Denmark, who allowed their currencies to depreciate, 
Sweden pursued a consistent deflation policy from 1920—23, 
a policy which almost stifled the traders and threw the 
industrial workman out of employment. Since 1922 her crown 



106 


THE SCOURGE OF EUROPE 


has been at about par with the dollar, and since April, 1924, 
gold convertibility at par and unrestricted gold exports have been 
resumed, whereas gold imports were made the monopoly of the 
Riksbank. In support of this policy the National Debt Office 
has a 25 million dollar credit in New York. Holland, who had 
long kept its guilder at the gold parity, waited until England 
had returned Ukgold in April, 1925, before doing so herself. In 
England after the Cunliffe Committee, in its report, had paved 
the way for the abandonment of the paper regime, a committee 
“ on the currency and note issue ” proposed that the Bank should 
exchange notes with gold for export, although not in smaller 
quantities than 400 troy ounces at the sum of 77s. 10|d. per 
ounce, but that the Bank should be allowed the option of 
redeeming the notes with coin. This proposal, which was 
accepted by the Chancellor of the Exchequer, actually reintro¬ 
duces the gold coin standard with various reservations, the 
object of which is not to make England quite dependent on the 
policy of the American Reserve Bank system. For its support 
the Bank of England secured a credit reserve of 200 million 
dollars in the Federal Reserve Bank in New York, and the 
Treasury one of 100 millions with Morgan. Denmark would not 
follow Sweden's example ; the recognition that deflation would 
create a long-lasting industrial paralysation, and " that it is not 
those which have occurred, but the future rises of prices, which 
must be avoided ” (Mr. Hawtrey), incited me to demand in 1921 
that Denmark should again make her notes convertible, but in 
such a manner that people could have the option of getting 
3 grammes of gold or 2 dollars, whilst the parity was 4 grammes 
or 270 cents ; the crown, which at that time was at 16J cents, 
would have gone up to 20; the price level was then 
below what it should have been according to the rate of exchange 
of 16J, and only caught this up later. (This would have enabled 
the National Bank to make a profit of 70 million kr., which of 
course it ought to have paid back to the community through the 
State ; for as a matter of fact, 210 millions of the note debt are 
covered by ordinary debts due, which would not be affected by 
the devaluation, whilst the remaining 210 millions are covered 
by 84 million grammes of gold, out of which, when the gold 
content of the crown is reduced to 0*3 gramme, 280 million crowns 
can be minted.) The suggestion to return to gold at a rate of 
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75 per cent, of the parity brought down the anger of all 
sentimentalists on my head. At present, when the crown is 
approaching this value, everybody is crying, “ for heavens sake 
stop the deflation.” The business man of the common type 
desires rising prices, a desire still combined with a patriotic 
sentiment for a full-fledged parity-crown. 

The Point ot Time. —The question is in so far unsettled, 
as the pre-1915 creditor will maintain that his claims have 
been reduced by the devaluation to the advantage of the 
debtor, whose factory or property has been raised in value 
by the deflation, whilst the 1919 debtor on the contrary asserts 
that his debt has actually been increased. The father of the 
Danish devaluation of 1813, Oersted, tells us that the creditors 
complained that the legislation had deprived them of the greater 
part of their due, whilst the debtors complained that they had 
to pay up to ten times as much as what they really owed, and he 
concludes from the discontent of both parties that the Decree 
of 1813 was worthy of Solomon. As my readers will be aware 
it solved the problem by introducing a fresh element: reduction 
of the debt according to its time of origin. 

To be strictly correct, the debt ought now, too, to be reduced 
according to the level of prices at the time it was contracted, as 
a 1914 debt is a gold debt, whereas a 1920 debt is a paper one. 
But this is impossible in times when both paper and real assets 
change hands so quickly ; am I to be placed in a better position 
because I have to-day bought a bond issued in 1914 than if I had 
bought one issued in 1920 ? Of two evils the least must be chosen 
in this respect, in the full knowledge that any arrangement will 
be unfair to either the one or the other side. Code Napoleon, 
§ 1895, lays down quite a formal principle, that loans must be 
repaid in the same amount in the currency in force at the time 
of repayment, regardless of whether the content of the coin has 
been changed or not. In Denmark in 1813 we converted the 
public debt from daler courant (of which there were 11J to 
the Cologne mark) to rigsdaler or half species (18£ to the mark); 
the compulsory reduction was thus from 8 to 5. Private debt 
contracted prior to September, 1807, was converted in the same 
manner, contracted after that time it was further reduced 
by from 5 to 80 per cent., according to the lapse of 
time from 1813 ; and finally short-term debts were converted 
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at the same rate as the currency note, viz.: 6 daler courant to 
1 rigsdaler, or by about 90 per cent, of the nominal value. 

The Vienna Patent of 20th February, 1811, reduced all 
debt according to an average rate for each month from 
January, 1799, to October, 1810 ; debt contracted before 1799 
had to be paid in full, and anyone who even in 1809 had for 
almost nothing^purchased an older debt, could demand its full 
value ; this Oersted criticises. When after the Seven Years' 
War Prussia again minted courant-thaler with full fineness, 
despite the fact that Frederick the Great had during the war 
minted them with less than a quarter fineness, all claims 
contracted during the war, private as well as public, were reduced 
according to the time they were established, although special 
consideration was given to extraordinary circumstances. 

Another way is to depart from the old standard of coinage 
and introduce a new one, which, like the Austrian shilling, is 
convertible with a given quantity of the old notes or, as in the case 
of Germany, is formally a return to the old gold mark but fixes 
the value relation between this and the depreciated paper mark. 
In both cases there appears the time question ; judging by her 
latest legislation, Germany seems to be desirous of converting 
a note engagement to a gold mark engagement in the proportion 
of 15 per cent, of the gold value of the note at the time the 
engagement was entered into. 

The discussion on the subject of con vert ibihty has—in my 
opinion deliberately—been overshadowed by the question of 
reducing the gold content of the currency ; the vital consideration 
is, however, to get away from the paper standard. In 
contradistinction to Mr. Keynes, I want to get back to the gold 
standard, because I do not believe that any bank management 
has the wisdom necessary to enable Keynes’ aim to be realised : 
the unchanged level of prices. The whole history of prices, and 
the inflation of 1919 and 1920 in particular, have shown that the 
managements of the banks have not understood the range of their 
own actions ; even if one may admire the success of the American 
Reserve system in keeping a stable price level for a long time, 
one does not forget that the same system led the way for inflation 
in 1919. Theoretically I was always an adherent of Fisher’s 
" compensated dollar ”, by which the gold dollar became so to 
say thicker (“ fatter ”) when prices rose and thinner when they fell. 



BACK TO GOLD 


109 


so that the level of prices remained more or less unchanged ; by 
altering the gold content of the dollar he would thus counteract 
the expansion and contraction of credit. The Swede Lindahl , 
too, is a devotee of a kind of “ Price-index dollar ”, although not 
of an absolutely constant price-level. Indeed, he advocates that 
interest on capital shall be paid in such a manner that its real pur¬ 
chasing power is the same, and anticipates to some extent Keynes, 
who demands “ a regulated dollar ”, although in a form which 
does not make it impossible for gold to fulfil its mission as the 
makeweight of the differences of international payments, and 
in such a manner that gold, even if the subject of exchange 
quotations is not deposed as a measure of value but “ from an 
absolute becomes a constitutional monarch ”. I grant Keynes* 
acumen, and that our faith in gold is an atavism, and I also 
recognise that in a world in which the levels of prices in the 
different countries are in a state of constant and varied 
fluctuation, the two things: the stabilisation of the foreign exchange 
and that of the price level , will not be obtained simultaneously ; 
but a choice must be made. If I had not this mortal fear of the 
lack of judgment of the commercially trained bank leaders, I 
would resolutely join Keynes in advocating the stabilisation 
of the price level in preference to that of the rate of exchange ; 
but I prefer an automatic brake to the presence of mind of a 
half-witted engine driver. 
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Taxation or Loans ? 

The Taxpayer’s Point of View. —The State debt may be regarded 
as a deferred payment or again as anticipated taxation . So far as 
there is identity between a tax imposed once and for all and a 
series of future taxes, which will cover the interest and amortisa¬ 
tion of a corresponding loan, some will hold that, to the taxpayer, 
it is immaterial whether one has recourse to a loan or to taxation ; 
however, the taxpayer and the lender are not identical, no more 
than are the present taxpayer and the future taxpayer : the 
distribution of income changes from year to year and even more 
so from generation to generation ; the probability of my grandson 
having just my fortune in hand is rather remote. The taxpayer 
of to-day must be the more wealthy, whereas the future burden 
can be spread over all the taxes in force. Finally, the average 
taxpayer will prefer to pay £105 every year for 10 years than 
£1,000 in one payment, among other reasons because few realise 
that when capital is diminished for everyone, the proportion in 
which the individuals partake in the national incomes remains 
the same. The government and the taxpayer then are at one 
in preferring a loan, and as the press is in the hands of the large 
taxpayers, it must be considered as an honest atavism that a 
finance minister wants a balance and desires to pay debts. Further, 
the number of people who support government securities is on 
the increase ; according to the French registration records the 
average amount held in “ rentes fran§aises ” by each holder was 
30,000 francs in 1830,10,000 in 1860, 5,500 in 1890, 4,500 in 1914, 
which corresponds to 7 million holders of rentes ! and they 
have got the vote. 

The workmen don’t care ; they are not socialists in the sense 
that they have a social morality and a social way of com¬ 
prehending life ; they are trade unionists, individualists, limited 
in their outlook by momentary class interests ; it is only the 
intelligent portion of the social democrats which like some old 
conservative statesmen, tinged with the aristocracy, independent 
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of the bourgeoisie, grasp the need for repayment. The property- 
owning classes are naturally against the very high supplementary 
tax, which must of course fall on property in order to give a 
sufficient yield ; add to this that the capitalist is in favour of 
loans and non-productive State expenditure. When there is too 
much capital, the rate of interest decreases ; theoretically it can 
fall to such a point that capital's share, not only from the relative 
but from the absolute aspect, will be less than formerly. Let us 
assume that, with 1,000 millions on the market, the possibilities of 
final investment will be such as to compel the rate of interest to 
go so low in the scale as 4 per cent., whereas if there are but 700 
millions ready for investment the interest will be 6 per cent. : 
the absolute amount of the interest will in the first case be 40 
millions and in the second case 42 millions. If now real capital 
of 300 millions is destroyed for example by war, the scarcity of 
capital will bring about a higher natural rate of interest, which 
can even leave unchanged the absolute profit on capital in spite 
of the destruction of capital. State loans have this attraction 
that at the same time as real capital is destroyed, the capital 
in the juridical and private sense , that is to say as a source of 
interest , will remain unchanged when in the stead of the spent 
capital 300 millions are issued in State bonds ; indeed, more 
may be issued in so far as the State bond is issued under 
par and in so far as inflation has forced up the price of 
commodities and thus created large profits. The capitalist will 
thus have not only a higher interest on the non-destroyed portion 
of capital, but also a higher interest on the State bonds which, 
as a source of interest, have replaced the destroyed portion of real 
capital; in our example he will receive, instead of 4 per cent, on 
1,000 millions, 6 percent, on 700 millions plus 300 millions. The 
capitalist sees with the eye of the banks and consequently does not 
understand that it is not only wages but also profits which may be 
lessened by the increase in interest, or that his higher absolute 
interest will have a lesser purchasing power or that in future he 
will have to share in the repayment; his decision is determined 
by his wish to eat the cake and still have a larger piece 
in hand than before. 

The Minister’s Motives. —In the first chapter we examined 
both the slight disturbance produced by supplementary taxation 
from a social point of view, the greater disturbance they involve 
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on individuals and the technical difficulties pertaining to increases 
in taxation ; but over against this must be weighed the great 
evils accompanying loans and their repayment. Taxes and loans 
are two evils which an honest finance minister must weigh one 
against the other. If he follows Prof. Wagner he will say : 
every year the State renders great services to citizens, to help 
their economy ^fi&d increase their enjoyment of life ; these 
services form part of the year’s production and, just as every 
other commodity produced, must be paid for out of the year’s 
revenue to create balance between production and consumption 
and proportion between what has been supplied and what has 
been given in exchange. Comparing the State’s activity with 
that of a factory, and considering her expenditure reproductive, 
the current expenditure must be compared with circulating 
capital, the turnover of which is very rapid in contrast with the 
fixed capital the turnover of which is slow. In the same degree as 
extraordinary expenditure is funding expenditure, that is to 
say in the same degree as the State for extraordinary expenditure 
must draw on the capital of society to fund and not to utilise 
it, a loan is justifiable. (1) If the finance minister adopts these 
Wagnerian points of view he must estimate his revenue so high 
in his budget that they will cover recurring expenses, including 
the interest on the national debt and upkeep, etc. 

(2) As regards the repayment of the debt the balance-sheet 
is not made worse through covering by means of new loans ; 
in practice he will divide the repayment into two parts ; the quota 
for amortisation in conformity with the contract for the long loans, 
which he wall cover with the year’s revenue, knowing that the 
future will set him tasks which will necessitate further loans 
and that, from a social point of view, some of his revenue is 
taken from capital, that is to say all the taxes on transfer of 
capital, such as the legacy tax, the exchange tax and the 
stamp on title-deeds. The other part will refer to the large 
loans that mature ; in this event a sane finance minister will have 
taken measures for the large repayments by successive savings, 
a procedure practically never adopted by a parliamentary 
chancellor, and that is why in nine cases out of ten he will feel 
compelled to raise new loans, in spite of the fact that the renewal 
will often take place under very adverse conditions. 
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(3) If faced with a falling off in the returns from taxation and 
an increase in the price of commodities, the finance minister 
will only in exceptional cases be able to increase existing taxes in 
the same year; but he will seek as soon as possible to repay 
the bank loans and redeem the treasury bills. In order to be 
able to apportion over the next two years a deficit that has 
occurred, there must be, as in England, a tax which both from a 
technical and a traditional point of view can be modified in 
keeping with the necessities of the Budget. 

(4) If we now come to the expanding of the State's present 
activities we shall follow the example of a well-conducted limited 
Company and say : Society must economise in proportion to 
the normal increase in its population ; the State must obey this 
rule as regards its undertakings and furthermore has to consider 
that real capital is not only destroyed through wear and tear but 
also, when newly invented technical methods cause machinery 
to depreciate before their time. 

(5) When the State builds a railway or a factory, or acquires 
a mine, new sources of income are created, the returns from which 
can cover the interest of a loan ; here, however, are ex¬ 
penditures which may well be met out of the current budget or 
by a short loan, viz. : technical expenses which will not recur 
for many years, such as expropriation of land for railways, the 
construction of the road (with the exception of the rails which 
have to be renewed every 15 years); here economic theory 
teaches us that a railway, a bridge and the like are of the 
greatest utility when the tariffs do not include the payment of 
interest on non-recurring expenses. 

(6) Undertakings that do not yield interest which, like schools, 
hospitals and prisons, have a practical utility from which posterity 
will derive a benefit and consequently ought to bear its own 
burden, all the more so that nowadays every State undertaking 
in an increasing measure necessitates a large amount of fixed 
capital, the providing of which cannot be imposed on the taxpayer 
in a single year. Even admitting this, if the individual 
undertaking is taken into consideration, Professor J6ze maintains 
that the law of the large numbers is confirmed, as far as the 
expenditure on new undertakings varies very little from year 
to year ; this year we must have a hospital, next year a school, 
and last year we had to have new law courts ; there is then not 
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much reason for splitting up the one year's expenditure for an 
individual undertaking when the result will give the same average 
expenditure ; if I amortise 100,000 on the law courts of last 
year and put off the payment of 100,000 on the hospital till 
next year, there is surely no difference between that and allowing 
each year to bear its own burden. The best way is for the State, 
contrary to what is done by private individuals, not to take into 
account the loss in interest and to spread the period of 
construction over a longer time than is technically necessary 
and meet the expenditure from revenue in hand ; it is a somewhat 
slow method but it ends in prosperity. However, there are cases 
when it is absolutely necessary to raise loans; the development 
of a large town involves the building of roads, drains, water, gas 
and electricity mains before many houses have been erected on 
the road, and schools for a population the activity of which 
lies 20 years into the furure. 

(7) As regards military works , their non-productive nature 
argues that they must be covered by a tax, and that a tax on 
capital—the only effective way one can stem the competition 
in armaments and counteract the interests of the metal 
industries in this class of expenditure and check the insatiable 
requirements of military technique and chauvinism, described 
in Salisbury’s words “ were we to follow our imperialists, the 
security of Great Britain would necessitate our sending an 
expeditionary force to Mars ” ! An international convention 
according to which the ruling class, which is the most aggressively 
patriotic, should pay for its passion a tax on capital, would 
render more remote the danger of war ; for the Roman saying 
that “ if you want peace, prepare for war ” has that in common 
with other clever sayings that the contrary is just as true : that 
if you want war, prepare for war. 

Here we enter on the subject of non-productive expenditure 
which, whether incurred for war or to make food cheaper so as 
to ensure social peace, must always be paid for by means of 
taxation, because posterity will not in any case benefit by them. 
This is all the more true when it is a question of war expenses 
(Wagner); add to this Adam Smith's argument that, in 
proportion as these expenses are covered by taxation, it is 
driven home to the people what an economic evil war is, with 
the result of their avoiding it next time the choice lies with them. 
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But here intervenes the so-called raison d'e'tat , which will justify 
a loan, at all events in so far as a government conceives the 
good of the State to be identical with its own. 

The long-term loan is, then, to be preferred when a contemplated 
measure is to the benefit of a coming generation and where a new 
source of revenue is created ; the short loan is to be preferred in 
the case of a budget deficit and in the case of certain constructions 
causing the expenditure to be greater than the average of the 
expenses incurred on account of constructions, or in case the 
inconveniences of a supplementary tax are too great, and also 
if the finance minister is in need; but the short loan 
presupposes that immediate steps are taken with a view to 
repayment. 

Principles of Sound Finance. —But the inherent defect of 
State loans is that they render Parliament, the Government 
and the electorate equally indifferent and irresponsible; 
parties and classes will be more anxious to secure satisfaction 
as regards their claims involving expenditure when the 
burden of taxation does not immediately follow on the heels 
of such satisfaction. 

(1) The first principle of a sound State government is that 
no expenditure should be voted without the covering being 
simultaneously assigned ; not only would many expenses in 
that case never be incurred, but surprise deficits would be 
avoided. The Swedes, Wicksell and Lindahl , would practically 
break up the budget if their idea was carried out viz.: that, setting 
out from a comparison between the final utility and the final 
sacrifice, those who want an expenditure realised should preferably 
vote it and pay for it themselves ; it would be something if we 
could insist that the expenditure for social relief should come out 
of the consumption taxes and that military expenditure should 
be raised on revenue and capital; for then the anticipation of 
the tax to be paid would make those, who were very anxious for 
the measure to be voted, think twice about it. The compartment 
system of the absolute monarchy, in which each individual 
expenditure was bound up with the revenue reckoned upon for 
its covering, made it difficult, it is true, to take in at one view 
the total budget, but it contained the true principle that it is 
not enough to merely vote an expenditure. Hence follows the 
English principle that the so-called " bloc-vote ” (a vote without 
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specifying its object) is improper, and that a loan must be 
inseparable from the use it is put to , so that the proceeds thereof 
must not be put to any other purpose and, if the whole of the loan 
is not required for the object indicated, the surplus shall be put 
aside for amortisation. 

(2) Every loan will upset the balance-sheet for the following 
year; whence‘Arises the other traditional English principle, 
upheld among others by Mr. McKenna, that a loan must at once 
be endowed with a revenue for the payment of the interest on it 
and its amortisation, that is to say new permanent taxes, if it 
cannot be shown that some expenditure may have ceased. To 
this may be added that taxes such as the legacy tax, which 
are drawn on the capital and not on the revenue of the individual, 
must be earmarked for the amortisation of loans and not for 
current expenses. 

(3) The Chancellor must remember that the repayment of 
the loan will appear to future tax-payers as non-productive 
expenditure. In absolute terms the Danish State and municipal 
debts amount to about 2,400,000,000 crowns ; per head they 
are 800 crowns or 4,000 crowns per family ; in proportion to 
the annual revenue of the nation they amount to 80 per cent., 
and in proportion to the tax-payers ’ capital 22 per cent.; they 
amount to five times the annual State Budget , and the payment 
of interest thereon absorbs 4 per cent, of the total income of the 
population. This is to show the different measures according 
to which one can calculate if the national debt is too large ; but, 
a further criterion is lacking, viz., the assets of the State and 
municipalities, and here Denmark’s position is relatively favour¬ 
able ; according to their purchase value the State and the 
municipality hold in profit-yielding assets about 1,960 million 
crowns, but if these are valued on the basis of their real return 
they are not worth one milliard, so that one must estimate our 
net public debt at 1,500 million crowns. 

(4) Finally a loan must not be raised when the level of prices is 
high , since 1,000 crowns borrowed when the level of prices is such 
that an ox costs 1,000 crowns, and repaid when the animal 
only costs 300 crowns means a burden three times as heavy 
for the tax-payer, estimated in real values. The interest and 
amortization of 100 million pounds, for example, will mean an 
increase in taxation of 100 per cent, when the returns from the 
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taxation are 100 million, but it will only mean an increase of 25 
per cent, if the same taxes bring in 400 millions in a period of 
inflation. During the war neutral countries, in particular 
Denmark and Norway, adopted a highly improper loan policy. 
The 19th century speculated in the opposite direction, and 
Macaulay was quite right when he predicted that the 20th 
century would shoulder a debt of 1,600 million pounds sterling 
more easily than the 18th century did one of 200 million. 
Europe escaped from that portion of the debts arising out of 
the Napoleonic wars, which was not annulled by bankruptcy, 
thanks to the increase in population and in productive power. 

Further it must be added that even where extraordinary 
expenditure is to be covered by taxation, it is often necessary to 
spread the payment of the tax over 2 to 4 budget years, and 
then one can successfully issue treasury bills at a low rate of 
interest, which are thus a sort of anticipatory assignment on 
revenue, whether the supplementary revenue, which is to cover 
an extraordinary expenditure is to come from raising a tariff 
schedule or a tax ; whether the latter must be an ordinary or a 
special tax and be imposed on consumption, on wealth or on 
transactions , will have to be decided partly according to the 
principle of utility and according to what persons, classes or 
districts will profit by the measure taken by the State, and 
partly according to the taxation system in vogue, that is if there 
are sources of taxation that are insufficiently turned to account 
in proportion to the others, and if elastic sources of income 
are at the disposal of the State: in any event, the tax 
must not be levied in such a way as to fall arbitrarily on a 
category of tax-payers not intended to be specially singled out; 
in a properly adjusted system of taxation—such as the world 
does not possess since 1914—a supplementary tax would upset 
the adjusted equilibrium in the mutual relationship of the 
classes between sacrifice and utility. 

Loan Guarantees. — What has been said above on the 
national debt applies also to municipal debts, with this difference, 
that the former is bound up with preparations for war, whereas 
the latter is bound up with the organization of the so-called 
" public utilities ”—means of traffic in the widest sense—or 
schools and hospitals ; however, the muncipalities have begun to 
charge up to the capital-budget the recurring expenditure on 
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assets yielding no return ; in this way municipal debts have 
reached the same figure as the national debt. The State must 
insist on the right of approving the contracting of municipal 
debts, because the municipalities are so differently managed, partly 
the personnel in municipal administrations has not the training 
and experience necessary to undertake financial operations on a 
large scale, partly because the State must in the end assist 
an insolvent municipality, and finally because both the State and 
the municipalities apply for loans at the same sources. 

The State can itself lend money to muncipalities, but it must 
only do so when it is for State undertakings, the carrying out of 
which has been delegated to them ; sometimes the State is a 
lender because as a borrower it can obtain better conditions ; 
sometimes through its guarantee the State will procure better 
terms for the municipality. But the question is whether the 
weakening of the State’s credit which this involves will not 
make the conditions obtainable by the State so much more 
costly that in the long run its guarantee will produce a national 
loss. A State ought not to be constantly quoted on the loan 
market, apart from the fact that, in a country with a parliamentary 
system of government, the municipalities become lax as regards 
loans guaranteed or provided by the State. The same remarks 
apply to the State’s guarantee in the case of the various charitable 
institutions ; often here the guarantee will provide the State 
or the municipality with a means of shelving a troublesome 
problem, as for example the State’s guarantee of building loans. 
In the majority of cases the money will be lost, and there is some 
truth in the claim that subsidies for housing have for the most part 
only increased the cost of building by increasing the cost of their 
productive agents. A guarantee to money-lending societies is of 
small real value ; for if things go wrong, the State will in any case 
not be able to pay, and even if the guarantee is as a rule without 
risk it will weaken the State’s credit all the same. Guarantees 
for loans and interest play an important part as regards private 
traffic organizations ; the private railroads of Russia were built 
partly with money the State had to borrow itself and partly under 
its guarantee. Such guarantees are not only dangerous because 
they swell the obligations of the State to the detriment of its 
credit, but also because the guarantee of the interest, as we see 
from the history of continental railroads, leads to an exhausting 
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management of the railways, renewals and upkeep, as far as these 
are carried out at all, being charged up to capital and not to 
current expenses ; it is dangerous to guarantee assets the owners 
of which are the leaders of high finance. 

“One Hand’s Debt to the Other Hand.” —The mercantilists 
always had a weakness for State loans, as they thought these 
would work the wonders of alchemy ; some thought that State 
bonds meant an increase in the wealth of the citizens , dazzled 
as they were by the fact that the taxable capital was undoubtedly 
increased by the amount of the bonds and forgetful of the 
fact that over and against this must be set the duty of the 
treasury, that is of the citizens as a body, to pay the debt. 
The national debt is in fact a mortgage on the capital of the 
citizens ; the taxable wealth of the Danish nation amounting to 
10J milliard crowns must thus be reduced by the net amount 
of our public debt of li milliards. However absurd may be 
the argument as to the increase of the citizens’ capital, it comes 
up again in another form when the banking interest opposes 
the payment of the national debt on the ground that the citizens 
need their capital for reconstruction, as in England after the 
war. Nothing can be reconstructed with State bonds, and 
500 millions taken from the citizens as tax-payers and handed 
back to them as State creditors, leaves intact the real capital 
of the community, and leaves no other trace than the smell 
of the burnt paper. 

We are now trenching upon the theory upheld by John Law's 
secretary, Melon , that a State's internal debt is only as if one 
hand's debt to the other hand, an attitude later adopted by liberal 
bankers, for example by Isaac Periere under Napoleon III, 
and which is to-day the main argument against repayment 
and in favour of considering the milliards of the world's debt 
as a " quantity n^gligeable ". Voltaire , who in no wise owes his 
reputation to any insight into economic problems, urges that 
argument in its most popular form when he says : a State 
“ is not impoverished " by its internal debt or as he expresses 
this “ by indebtedness to itself ", and that debt is an “ encourage¬ 
ment pour VIndustrie ". Let us allow Say in his “ traite " reply : 
“ Melon says that a State debt is the debt owed by the right 
hand to the left .... It is no doubt true that the general 
wealth is not lessened by the payment of interest and amortisation 
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on the debt, which passes from the hands of the tax-payer 
into those of the State’s creditor . . . but what has become 
of the principal of the debt ? It exists no longer. The 
consumption which followed the loan has destroyed a capital 
which no longer yields an income. The community is not 
deprived of the amount of the interest, as this passes from one 
hand to the otftfer, but it has lost the revenue from a capital 
that has been destroyed. If this capital had been employed 
productively by the one who has lent it to the State, it would 
also have given him interest ; but would this revenue have 
been the result of actual production and not have been taken 
from the pocket of a fellow-citizen ? ” Say still does not touch 
upon the injustice done to those poorer classes of society which 
have to partake in the burdens ; no more does he speak of its 
ruinous effect on the State’s finances. 

Does Public Debt Further Capital Accumulation ?—A third error 
is that the State’s debt makes people save ; if the State utilises the 
money in a non-productive manner or for current expenses, the 
country's capital will be diminished and this will bring about 
an increase in the interest; thus it is not the loan but its 
non-productive utilisation which causes a rise in the interest, 
which in turn is supposed to incite people to save. Here 
we must disregard the fact that the distribution of income 
and custom may be more potent determining factors in the 
question of saving than the variations in the rate of interest; 
but in itself it is a strange idea that, in order to bring about 
a higher rate of interest with a view to encourage saving, capital 
must be destroyed. Further, the supporters of the theory of saving 
say that the State bond provides a pleasant opportunity for 
investment which encourages saving. But there is never a lack 
of opportunities for investment; private companies are ever 
ready to issue guaranteed bonds in preference to risky shares, 
and it is better that citizens should invest their capital in a 
productive direction than to give it to the State to use. In 
France 350 years ago Henry II’s chancellor, VHopital, stated 
that he had noticed that a consolidated debt made citizens 
far too ready to lend money to the King (for war purposes) 
and less anxious to invest their money in a sensible manner. 

Here enters the well-known argument that idle money comes 
out of the small man’s stockings to be placed at the disposal 
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of the State. “ Hoarded ” money, kept in drawers, merely 
influences the level of prices when it comes out of the stocking 
but does not alter real capital by one atom. 

Our argument has taken a new form in so far as the alternative 
to a loan is taxation. A loan takes money destined to be 
“ saved ", and in any case does not lessen the nation's capital, 
even though the individual citizen who purchases a State bond 
will not for this reason be more incited to economy than if he 
bought a share. A tax on the contrary is taken from the accumulated 
wealth . There is no need to lay stress on the fact that certain 
luxury taxes or the special tax on spent income, which are 
to-day considered by many as desirable, reduce consumption 
and encourage economy, but I must examine the argument: 
only a tax which falls on the consumption of the poorer classes 
will bring about a fall in consumption corresponding to 
the rate of the tax. The middle class meets a tax in part 
by reducing its consumption and in part by drawing on the 
sums it usually puts by for rainy days, whereas the rich do 
not reduce their consumption but only save a little less, apart from 
the fact that, embittered by the pressure of the tax screw, they 
may consume their capital. I shall not challenge this explanation 
as regards the effect on the consumption of the various classes 
of society, but it only applies to heavy taxation spread over a 
number of years and not on a supplementary tax in an individual 
year, for in this case our middle class training comes into play : 
no one cares to see his capital reduced and each seeks to 
reconstruct his capital by redoubled efforts or by saving. Listen 
to Ricardo : ..." the loan system makes us less economical 
in hiding from us our real situation. Supposing the expenditure 
on a war amounted to 40 millions a year and the individual 
citizen's share of this expenditure were 100 pounds sterling 
per annum, he would, when he had to pay his share in one sum, 
make an immediate effort to save 100 pounds on his annual 
revenue. But according to the loan system he is only compelled 
to pay the interest on this 100 pounds or say 5 pounds per 
annum, and then he considers it sufficient if he can save these 
5 pounds out of his expenses, thus deceiving himself in the 
belief that he is as rich as before. The whole nation acting on the 
same principle, only saves the interest on 40 millions or say 
2 millions, and thus it loses not only the interest and the profit 
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which the 40 millions, if they had been used productively, 
would have given, but also 38 millions, that is the difference 
between its savings and its expenditure. If, as I said just 
now, each one had raised his own loan and paid his full share 
of the State’s needs, taxation would cease so soon as the war 
was over and we should return at once to natural and usual 
prices.” Ricardo thus points out the fact that State loans 
hide the true^^josition of the citizens, who act both as con¬ 
sumers and investors as though they were richer than they are. 
If France's national debt is 40 per cent, of the capital wealth, 
this means that the fortune of a millionaire in francs is mort¬ 
gaged by 40 per cent.; however he adjusts his expenditure in pro¬ 
portion—not only to his income, a large part of which is absorbed 
by taxation, but also in proportion to his capital which he 
believes to be 1 million, whereas it is in reality only 600,000 ; 
if 400,000 were taken from him to pay the national debt, he 
would understand that he only owned 600,000 and would 
modify his consumption accordingly; the same applies to 
the investment he makes of his capital, convinced as he is 
that he is a millionaire ; as all French capitalists are similarly 
convinced of possessing more than half as much again as they 
really possess, the same amount of real capital, owned by the 
country, will be sought after by a much larger money capital 
than would otherwise be the case ; this brings about inflation 
with all its attendant evils, among others the wrong investment 
of capital and the large importation of machinery and raw 
materials, which in their turn ruin the rate of exchange of 
the franc. This theory only holds good in so far as the banks 
extend their credit facilities by lombarding the bonds. As a 
rule they do so ; but as a link in a policy of credit restriction, 
some banks of issue actually have refused bonds as security. 

A friend of mine seems to be a supporter of inflation on the 
ground that it makes the rich more rich, for they can economise 
out of their plenty, and that it makes the poor poorer, as they 
spend everything they have; for the same reason he is also 
a supporter of taxes which rest most heavily on the lower classes. 
In the chapter on paper-money we have shown that the 
greater economy realised in allowing the poor to pay for the 
expenses of a war by reducing their consumption, is amply 
offset by the destruction of capital involved by wrong 
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investment encouraged by inflation, to which must be 
added the fact that a large part of the rich man's war-income 
is a conjuncture profit, the consumption of which will eo ipso 
bring about the consumption of the country's savings as re¬ 
presented in real capital; a period of inflation ahvays leaves 
a country the poorer unless one has succeeded in keeping down 
the pay of the wage-earners to the limit of starvation (as in 
Austria), for then there is the possibility that wrong invest¬ 
ments and absurd consumption of wealth by the well-to-do 
shall be covered by the extra revenue of the employer class 
acquired from the sufferings of the people. The question 
is whether an increase of the country's capital acquired in this 
manner is not more than counter-balanced by the physical 
and moral deterioration of the working-class. Add to this 
that inflation has the effect of increasing the rapidity of circu¬ 
lation of money ; from fear of loss due to variations in the 
rate of exchange no one will keep money longer than a day; 
on the one hand this has as a result that even careful people 
spend too much, because money in the savings bank will be 
worth less in 8 days’ time than it is to-day, and on the other 
hand that production is forced so long as one succeeds in keeping 
down wages ; we have a striking example of this in the re¬ 
construction of Germany after the war, but this was due not 
only to the fact that wages were kept down for years to the 
limit of starvation but also to the fact that the State, through 
its low railway rates and its low taxation, in reality bore a 
share of the normal expenses of production ; and last but 
not least, to the big mark swindle by which Germany succeeded 
in purchasing raw materials abroad on credit in marks, the 
value of which were reduced by half the next day. Add to 
this that State debt makes governments spendthrift. Let us 
recall hundreds of wars, financed without conscience, through 
autocracy and democracy employing State credit, and we 
shall endorse Colbert's, Montesquieu's, and Quesnay's words, 
that borrowed money carries with it dishonest expenditure, 
and that State loans permit the lazy to be parasites on the 
thrifty ; then we will turn against the absurd argument of 
borrowing being an incitement to good economy and the 
formation of new capital. 

The National Debt and Inflation. —Credit inflation accom- 
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panies State indebtedness and is kept up by a simultaneous 
or successive note inflation : if the State needs one million, 
it will take the money from those citizens whose income com¬ 
prises a certain purchasing power, usually utilised partly in 
consumption and partly in savings, that is to say in the pur¬ 
chase of capital property, machinery or raw materials. A 
part of this purchasing power is thus transferred to the State 
either in the fBfm of taxes, in which case the citizen receives 
a receipt which he can retain as a painful reminder, or in the 
form of a loan , in which case the citizen receives a bond which 
gives him the right to yearly interest and amortisation ; in 
any event the purchasing power is in the hands of the State 
and not in those of the citizen, that is to say that it is now 
the State and not the citizen who appears as a buyer of goods. 
But now the citizen has not only a purchasing power in pro¬ 
portion to his income but he can also increase it in an emergency 
by mobilising his capital, that is to say borrowing on his concrete 
assets from a bank, which, in accordance with the procedure 
previously described, places at his disposal credit, i.e., purchasing 
power ; and this is not done by refusing a loan to another 
person ; the other person gets the same loan as before and 
obtains permission to draw on the bank, which assumes that 
the drawing (by cheque) will not result in a claim in cash but 
only in the depositing by the drawee of the cheque to his account 
in the bank ; loans create deposits , as much as deposits create 
loans. When this loan is made by pledging a State bond we 
have the curious situation of the citizen handing over to the 
State his purchasing power and yet retaining it. Demand, 
active purchasing power, is doubled, but the quantity of com¬ 
modities remains the same ; prices must then rise and imports 
are stimulated. In the end the bank is compelled to issue 
notes to meet the increased note-demand due to the increase 
in prices ; and this the bank does not refuse, for the increase 
in value of shares and property provides a greater margin for 
loans than before. The national debt therefore results in 
expansion of credit, and in the excessive issue of banknotes. 



CHAPTER XII 


Can the Present Generation Transfer her Burdens on 
to the Future ? 

Concrete Wealth. —Another argument, that a State loan 
makes posterity bear its share of the burdens of the present 
generation, ought not to fare better than the theory of saving. 
Even if the argument were sound, the moral sanction exists 
only in case posterity reaps a corresponding advantage therefrom; 
for otherwise the saying of Napoleon the Great holds good 
that “ the national debt delivers the present generation up 
to the curses of the next 

But does posterity pay anything at all ? As we have said, 
through loans as well as through taxation the citizen’s purchasing 
power is transferred to the State, which demands existing com¬ 
modities ; for war cannot be waged with guns yet to be made, 
soldiers cannot be clothed with uniforms to be made 10 years after, 
and they must live on existing stores of wheat and meat; in 
other words, the State employs the proceeds of loans to pur¬ 
chase present commodities , existing concrete wealth, the quantity 
of which is consequently reduced; as the citizen, in the case 
of a loan, keeps his purchasing power, the price of these com¬ 
modities rises in a very high proportion ; this inflation results in 
the rise of the quotation of shares; handsome profits are made, 
causing an excessive consumption, all the more so as the citizen 
does not know that the community has become poorer (for 
he has among his assets a good source of interest, the State 
bond), but on the contrary, in his judgment, it is richer. At 
a time when, as during a war, by means of rationing one must 
aim at reducing the people's consumption so as to be able 
to utilise the economic power of the country for the upkeep 
of the army, and when taxation would bring that necessity 
home to the people, the State loan on the contrary brings about 
an excessive home consumption among the profiteers which 
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is not counterbalanced by the lesser consumption by the 
lower classes; from fear of a revolution the ruling classes dare 
not reduce the worker’s standard too much, but at the very same 
time as real wages have been reduced through an increase in prices 
a new issue of notes appears and money wages are raised so as 
to restore a tolerable purchasing power to the wage-earners— 
an endless screw. The State loan, which saves the govern¬ 
ment the inconvenience of having to present its bill at once, 
is thus contrary to the sound economic policy of balancing 
the State’s greater consumption of real wealth by a corre¬ 
sponding lesser consumption by the population. Thus a State 
loan takes present wealth and diminishes its quantity; as 
regards wealth the burden is borne by the present , and not 
by the future. And that burden makes itself felt at once in 
the level of prices ; the people pay twice over , the first time 
when through inflation a States loan raises the price of com¬ 
modities, thus having the effect of a consumption tax, and 
the second time when it pays the interest and amortisation 
of the loan. This double payment is not perceived by the 
present-day taxpayer, no more than he can see the consump¬ 
tion of real capital taking place before his eyes ; he only knows 
that he is now free from taxation and he leaves his son to weep 
his own tears (over the stupidity of his father !). Stuart Mill 
has so far seen the connection when maintaining that, by taking 
capital from the loan market, the Government takes the means 
whereby occupation and wages could have been found for 
workmen. (Memories of his theory of a wages fund prevent 
him from seeing how this really is worked out.) But with 
the “ round-about system ” of a loan the workers must suffer 
more when the interest and the amortisation of the loan have 
to be paid. In the same degree the loans of the Napoleonic 
wars had confiscated the means, which otherwise might have 
had a productive utility, and thus had “ caused the rate of 
interest to exceed what it was before, and what it has been 
since, those loans are chargeable with all the evils which have 
been described. If it be objected that interests only rose because 
profits rose I reply that this strengthens the argument. If the 
government loan produced the rise of profits by the great amount 
of capital which they absorbed, by what means can they have 
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had this effect, unless by lowering the wages of labour ? ” (Here 
is meant real and not nominal wages.) 

What has been said on inflation and on the problem of whether 
we or our children bear, for instance, the burden of a war, 
is not quite valid when the expenditure is covered by a loan 
abroad even if such a loan causes an inflation ; often do we 
perceive how a foreign credit, solicited for the purpose of sus¬ 
taining the rate of exchange, after awhile has the opposite 
effect, witness Germany in 1925. 

Destruction ol Capital. —A Danish writer maintains that 
the expenses of the war are covered by reduced home con¬ 
sumption and by the turning into consumable goods the 
annual increase of capital, which may amount to 2 per cent, 
of the wealth of a nation ! (1) This new capital would normally 

have sought the capital market and would then have been 
utilised in the building of say a textile mill; now the State 
borrows the capital, and either buys the necessary commodities for 
consumption, for example ammunition, or invests it, but in 
shipyards and in gun factories, which differ from textile 
mills in that, when the war is over, they are useless. 

(2) Reduced consumption results from the fact that pro¬ 
duction turns out uniforms instead of civilian clothes and 
builds ships instead of three-roomed dwellings; the State 
takes possession of goods which are ready and in this way 
shows where production must cease and the lines of pro¬ 
duction to be accelerated; reduced consumption by the 
population chiefly affects the poorer classes, the wage-earners 
and the passive portion of the middle classes which lives on 
the interest of a small capital; but the consumption of these 
classes is certainly reduced less than that of traders and the 
consumption of large capitalists is increased. 

(3) I endorse the observation that the commodities consumed 
by a war are created during that war ; but this does not do away 
with the fact that pre-war capital is being spent all the same. 
It is true that this capital cannot exist in an abstract form, 
but consists of concrete wealth, machinery, houses, stocks 
and the like, which cannot, it is true, be adapted to war purposes. 
However, if we turn to Professor Clark’s conception of “ true 
capital ”, we have the material comprehension of all existing 
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capital wealth which, in a static unchanging society, is constantly 
on the move, always containing homogeneous particles, 
just as a reservoir, having always the same in-flow and out¬ 
flow. will at any time contain the same volume of water the 
individual particles of which, however, are never the same. 
In a dynamic, that is to say changing society there also exists 
a fund of concrete capital objects, a part of which is constantly 
wearing out ancl being replaced by new products, but in such 
a way that the individual concrete objects change in character; 
to-day it is a loom that is wearing out, but at the same time 
the production of just as valuable an object of capital wealth 
is ready for use; this is not necessarily a loom but 
may be a shipyard, in case the price of textile goods is falling 
and that of ships rising; the investment of capital must 
follow the fluctuations in the price of finished commodities, 
causing profits to shift from one business to another. Bearing 
this in mind we shall understand that capital is freed daily 
which must again be tied up ; through the amortisation* quotas, 
which are by degrees deposited in the banks, freed capital will 
receive its money expression , and from the money point of 
view it is tied up when the bank lends it. From the tech¬ 
nical point of view and in actual fact this freeing of capital 
takes place through the daily wear of machinery which expresses 
itself in finished goods that comprise the value of the capital 
wear and tear, whereas the re-investment of freed capital is 
effected by the continued production of capital goods for which 
the current price of commodities indicates that there is a demand. 
If it is true that 8 per cent, of tied up capital is annually freed, 
this means that the State is able every year to make use of 
8 per cent, of the existing national capital for war purposes, and 
this represents far more than what corresponds to reduced 
consumption and the yearly increase of capital combined. 

(4) But the State may also utilise a part of the invested 
capital. Society is so constructed that to a certain quantity 
and to certain kinds of machinery correspond a certain quantity 
of raw material and a certain quantity of finished goods; this 
is the material, worked by the machinery capital. But 
these stocks are in fact greater than is necessary to keep 
production going and they can consequently be diminished : a 
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pre-war stock normally contained 1,000 suits of clothes at £ 5 , 
to-day it contains 500 suits at £20 ; the stock has diminished 
by a half, but thanks to inflation its total value has doubled. 
But even capital, which, from the technical point of view, is 
fixed investment, can change ; even though many a machine 
is hopelessly specialised, there are also many machines which 
with very slight modifications can be utilised for other purposes ; 
Krupp can manufacture guns or ploughshares, chemical works 
can turn out dyes or explosives, and the sewing-machine, the 
scissors and the tailor’s ironing-press may without change produce 
uniforms instead of civilian clothes, and raw materials are 
not bound to a definite investment. 

Now we understand that the belligerent nations during 
the war may have lost some i of their real capital, when we 
also take into consideration the reduced herds of cattle, the 
loss in fertility of the land through non-manuring, the failure 
to attend to the upkeep of buildings and machinery. (Harvey 
Fisk has calculated that the war swallowed up a sum 
equivalent to the national wealth of France and Italy). After 
the war there was a real scarcity of capital in the world, but 
this was concealed by the failing spirit of enterprise in 
the period of deflation; credit returning the scarcity of 
real capital showed itself in the rise in price for example of 
machinery and materials and little by little in the rise of the 
discount rate. Taking into consideration the real scarcity of 
capital which was still hidden by the amount of paper-money, 
the natural rate of interest should probably be about 10 per 
cent. This is not Malthus’ theory which now intervenes, it is not 
a scarcity of land, but a lack of sufficient capital to employ 
all workmen in present-day technics. Verily, war, in spite 
of State loans, devours present wealth, even though 
posterity suffers from its consequences. Existing capital 
is used up, but this is hidden by the enormous national debt, 
which has created new sources of interest in the place of those 
that have been destroyed; the difference is that the former 
sources of interest were based on real wealth, real capital, 
and real income ; behind the State bond as a source of interest 
there is absolutely nothing, no real wealth, no real income, but 
only the duty of the future to pay the interest and amortisation,, 



130 


THE SCOURGE OF EUROPE 


that is to say the obligation of one class of society by 
its taxes to support the other. In the private and legal 
sense we can create capital without saving or producing, with¬ 
out any real basis; for example, if I am given the right to 
put a barrier across the Strand in London and to charge each 
pedestrian passing through the sum of one penny—a monopoly 
that may yield me an income of £50,000 per annum—and 
on this I form a limited company with a capitalisation of 1 
million, I shall by this act have increased the private capital— 
the legal capital, to quote Gide —of the country by 1 million 
pounds ; the State, however, does the same thing on a far greater 
scale when, at a time when the level of prices is constantly 
on the rise, it prints milliards in State bonds behind which 
there is nothing but air. 

A tax would not have created this sham capital which makes 
the community think it is well off when it is poor ; it would 
not have brought about the high level of prices and the large 
private consumption, it would not have produced the curse 
of inflation. To use Norman Angel’s expression in speaking 
of the war, we have had instead in the realm of economics 
“ the great illusion ”, the great lie of governments to the 
people as well as to themselves, a lie which is now expressed 
and at the same time contradicted by the chimerical figure 
of 700,000 milliards dollars, representing the national debt of 
the world, Germany and Russia excluded, as far as the debt 
contracted after 1919 is concerned. 

Domestic or Foreign Loans. —A loan raised abroad is 
negotiated through a foreign bank or association of banks; 
it will often be raised in a foreign currency, but the bond may 
alternatively be made out for 750 crowns or 200 dollars ; it is 
then the creditor and not the debtor who has the choice of 
currency in which the interest and amortisation is to be paid ; 
it is impossible to say beforehand in which currency it would 
be more advantageous to do this ; in 1918 the dollar was worth 
3 1 crowns; here it was to the advantage of the Danish State 
to pay in dollars ; in 1920 the dollar was up at about 7 crowns 
and then it was to her advantage to have been able to pay 
in crowns, if the State had had the choice. 

Until 1870 there was a barrier between the home and the 
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foreign market; when bonds were sold through a foreign house 
they came into the hands of its partners and friends; they 
only returned to the debtor country at the time of repayment; 
now the bond market is international; if the bonds remain with 
the banks, savings* banks or with trust companies, they are 
very sensitive to the fluctuations in the rate of exchange and 
in the rate of interest, and will easily flow back to the country 
of issue ; not so when the bonds get into the hands of a 
foreign public which keeps them as an investment. 

The foreign market is amoral indeed ; the Rotterdam money- 
market for example gave its support both to England and to 
the confederated American colonies during the War of Inde¬ 
pendence ; nevertheless a Foreign Office can exert pressure on 
foreign banks with the object of getting them to take up the 
securities of a friendly disposed nation or of boycotting those 
of another ; thus in 1907 the French government’s threat to put 
difficulties in the way of the circulation of Danish securities on the 
Paris Exchange compelled the Danish finance minister to abandon 
the idea of a stamp tax on champagne, just as on the other hand 
the English and American governments got their banks to lend on 
French and Russian State bonds during the World War (vide the 
scandalous story of the placing of the Russian bonds in 
France, 1906). 

(1) Sometimes a foreign loan will be raised for the purchase 
of goods abroad ; during a war this is reasonable when the 
borrower has need of goods ; but if he is compelled to purchase 
goods he does not want, this will bring its own punishment 
when the interest and amortisation have to be paid abroad. 
The clause involving the purchase of goods is always dangerous, 
because this purchase causes certain foreign prices to rise against 
the importing country and because there may be an element 
of usury in the more or less compulsory purchase of goods, 
and this element always exists when the level of prices is high ; 
the 12 milliard dollars the Allies received in goods on credit 
from America, calculated on the basis of the level of prices during 
the time of repayment corresponds to little more than one-half that 
amount when the date of delivery is taken into consideration. 

(2) When Russia in 1889 and 1894, Austria in 1892, the 
Argentine from 1892 to 1897, Italy in 1881 and after the World 
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War Austria and Germany raised gold loans, amounting to 
hundreds of million dollars, the object was to procure a gold 
reserve to render possible a return io the gold standard. In the 
same way Brazil at the beginning of this century raised a foreign 
gold loan to finance the coffee valorisation fund; in spite of 
the sacrifice involved by such loans being very great it is nearly 
always justifiable. It is different when loans are raised to carry 
out a stabilisation policy, without making notes redeemable ; 
the sad story of the Danish Equalisation Fund of 1923 shows 
that such a policy may come to grief. 

(3) When a country is short of capital , as all new countries 
usually are, and as Russia is still, or when an older country 
changes to a higher form of industrial technique necessitating 
great influx of capital, the State should leave the home market 
to the business world, and look abroad for its own needs. In 
such cases it may even be advisable to contract foreign loan 
not absolutely necessary if the State utilises the proceeds of 
that loan to amortise its interior debt. But if a country has 
no need of new capital, it would be a blunder to increase 
import of goods by borrowing abroad ; however, if a country is 
passing through a local crisis, when the home credit has 
collapsed, it may be useful to raise abroad a four years' loan to 
put the State in possession of means of creating emergency work 
and so setting in motion again the wheels of credit. This 
leads us to acknowledge the principle that a State ought always 
to raise its loans during the period when business , after a crisis , 
has not yet got into full swing again and the interest is low , and 
repay them during a boom . 

(4) Normally the State accepts the most favourable rate of 
interest offered and thus acts rightly in conforming to the natural 
indications of the capital market. In the four cases mentioned, 
foreign loans may be justified ; but it must not be forgotten 
that the payment of interest and amortisation will in the future 
adversely affect the international balance of payments, and 
that competition nowadays between the different capital 
markets is very small, thanks to conventions existing between 
international banking houses; furthermore, a government will 
get little assistance from the home banks, which usually act 
as the agents of foreign banks. This is seen if we look through 
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that section of the report of the Commission on the Danish Land- 
mandsbank which deals with foreign loans after the war ; this 
conspiracy between the banks of ail countries in their dealings 
with Governments will also make it difficult to carry out an 
intended repurchase of bonds in a weak market, because the 
reply to this plan, which is difficult to conceal, will be a 
“ comer ” in the series of bonds concerned. 

(5) Often a State will be pressed to raise a foreign loan for 
the purpose of improving the rate of exchange of its currency . 
Again, according to Danish experience the effect of a foreign 
loan is of short duration ; when our intention of raising an 
American loan in 1920 was rumoured abroad, the rate of exchange 
of the dollar fell against the crown, due to manipulations 
partly by the lending bank, and partly by the Danish banks 
who had to take over the dollar proceeds of the loan and in 
their own interest worked in the same direction; but as soon as 
the government had sold the dollars it had obtained, the dollar 
rate rose again. 

Under normal conditions Wagner sees the advantage in 
resorting to a foreign loan in that it spares us the necessity of 
depriving the home market of its means, that is to say it enables 
us to avoid reducing production. If the capital that comes in 
is invested in a productive manner it is useful, for it " balances up 
the economic and cultural differences ” (which are not in our 
favour). Some of the capital borrowed abroad will, however, 
be utilised in the purchase of foreign capital goods and some will 
be used up in consumption. 

For the rest, it cannot be denied that a foreign loan is in 
reality borne by posterity from the national point of view 
if it does not alter the conditions of the home market other¬ 
wise than by the temporary inflation attending every foreign loan. 

In many instances foreign loans will be less harmful than 
domestic loans, but if all acted in accordance with this principle 
and England borrowed from America, while America borrowed 
in England, the effect would be the same as though both govern¬ 
ments borrowed from their own people. 

It has been shown elsewhere how the international balance 
of payments is regulated by the to and fro movement of bonds. 
If a French loan abroad is raised as a franc-loan, and 
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if the franc is on the rise, the bond remains abroad so long as 
the franc rises, but when it has reached its highest point, the 
bond will find its way homewards so as to take advantage of 
the rate of exchange; if the franc is falling, the bond finds its 
way back, thus assisting in the fall of the franc to the point at 
which the movement has lost its momentum. 



CHAPTER XIII 


Repayment 

Astronomical Figures. —Through the national debt mountains 
of private sources of income are created, the beneficiaries 
of which are indifferent to the fact that there is no reality behind 
this sham capital, because they know that for a long time 
their fellow-citizens will have to pay the interest out of their 
income. It is so to speak a link in the general tendency of 
modern capitalism to create and then capitalise unearned 
private income, no consideration is given to whether this 
is based on production or only on a right, derived from power, 
such as the income from monopolies or landed interests; 
afterwards protection of these incomes is demanded 
so as to keep alive the paper capital created in this manner. 
The system has now been turned into its own caricature : 
Harvey E. Fisk calculates the expenditure on the war at 210 
milliard dollars ; in order to make wieldy this ridiculous figure, 
he reduces it to 1913-dollars on the basis of the level of prices 
at that time, and obtains the figure of 81 milliard dollars. 
As has been stated the world debt in 1923 on the parity basis 
amounts to some 700 milliard dollars ; no one imagines that 
it can be paid on the basis of this sum, and yet the fiction is 
kept up. 700 milliard dollars! The figure has no sense; 
it is a proof of how far we human beings can go when we allow 
ourselves to be at the mercy of figures. It is an old problem 
under a new form : if Adam had deposited one dollar at interest, 
what would be the accumulated amount to-day, supposing 
the amount to be doubled every 17 years (1 dollar becomes 
30 in 100 years, 24 millions in 500 years or approximately 
580 thousand milliards in 1,000 years). Or another figure : 
a halibut lays 1 \ million eggs a year ; if 133,000 halibuts could 
be driven to lay to the limit of their capacity and the creditors 
be willing to take 1 halibut egg for each shilling, then the 
debt could be paid. Or again : a three-roomed dwelling can 
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be built for £500; for 50 milliard pounds sterling one hundred 
million dwellings can be erected, that is to say more than is 
necessary to house the town population of Europe. The 
same amount can buy 5 milliard tons of wheat, the world crop 
for many years ! Before the war a double track railway over 
flat country did not cost £5,000 per kilometre; for 50 milliard 
pounds we can* build a line of 10 million kilometres ! ! ! The 
St. Gothard tunnel cost £200,000 per kilometre; a tunnel 
from pole to pole could be built for 50 milliard pounds ; this 
proves the absurdity of the figures. Naturally we could not 
do this for 50 nor for 100 milliard pounds sterling ; if we 
attempted such gigantic constructions, all prices would rise 
against us and we should be compelled to desist before having 
been able to complete one twentieth of our work. 

But even taking into consideration the level of prices, the 
figures are absurd : the national capital of France has increased 
it is true, from 300 to 1,200 milliard francs through inflation, 
but the national debt is over 400 milliards; England with 
a pre-war national capital of 16 milliard pounds sterling has 
a national debt of approximately 8, that is half the national 
capital as calculated in 1914—and one third of this wealth 
at its present value : France in interest must pay more than 
20 milliards francs a year, a sum on which 5 million French 
families can live without working, that is to say nearly one 
half of the population ; but no country can have one half 
of its population kept by the other half. 

Slow Amortisation. —This debt must be got rid of; the quasi¬ 
conservative opinion of the City and Wall Street may be summed 
up as follows : The State should finance a war by means of short 
loans and convert these, immediately after the war, into fixed 
loans to be amortised over 50 years, the tax on income being 
left, in a less proportion however than to-day, to take its share 
of the interest and amortisation of these loans ; on the other 
hand indirect taxation must be considerably increased, in order 
that some of the amortisation of the debt can be covered by 
lesser consumption on the part of people without means; at 
the same time the so-called social expenditure (housing, health, 
children and old age) must be cut down while the employer, 
through a reduction in wages prepares for the lower level 
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of prices which is desired, and which must result from the return to 
the gold standard. 

An immediate repayment would make inevitable a capital 
levy, a tax which in belligerent countries would partake of 
the nature of confiscation—whereby the necessary number 
of milliards would be obtained. The City rejects the argument 
that State bonds are a mortgage on the citizens 1 private wealth 
as well as the suggestion that even a high tax on capital takes 
away less than inflation (and not their own capacity or increased 
productivity) has given them. The capitalist's standpoint 
may be summed up : a return to the old price level, the sham 
capital created during the war to be preserved as far as possible 
and the State debt to be repaid by a reduction of consumption 
of the major part of the people. The workmen, however, 
contend that high annually recurring taxes must be imposed 
mainly on consumption, because even if the wealthy class can 
very well put up with a supplementary tax once and for all— 
that class will in the face of an ever-recurring, inquisitorial 
and upsetting tax react by resorting to hundreds of subterfuges 
which no law can or ought to provide for. 

Even though land taxes and income taxes theoretically are 
not shifted on to others and though the poorer people are 
willing to amortise and pay interest through the medium of 
these taxes, they still may be shifted : the business man or 
landowner has not always made the most of his economic 
position to " the last pound of flesh ", and a land tax or an 
income tax will give him the moral authority to increase the 
price of what he supplies : in the economic sense the cause 
of the increase in price will not be the tax (for the real cause, 
the monopolistic power, existed before the tax) but the tax will 
be the motive for making a hitherto deferred increase 
in price. Add to this that all taxes must be considered as a 
unity ; by the level of taxation we mean the total block of taxation 
of a district or of a trade ; if this level of taxation is higher 
in one place than in another, this will partly affect the level 
of prices and partly reduce the value of property and factories, 
and also partly contribute to the moving of plant from one 
place to another. Then a series of shiftings and incidences 
will take place to compensate local differences ; this will also 
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happen as regards the varying taxation of the different 
trades. Again the resulting changes of the margin of 
profit are adjusted by a shifting of plant, by changing 
methods of production, by the substitution of one factor of 
production for another, by an increase in prices and by the 
writing down of a too highly taxed plant. A different taxation 
among the StaJt^s produces a similar movement towards com¬ 
pensation, even though this be only imperfectly realised; 
manufacturing establishments move across the frontiers of 
countries, the factor of capitalisation is affected, and finally 
a certain flight of capital takes place which, even if it naturally 
be limited to a small percentage of the national capital, may 
exert an injurious influence not only as regards the rate of 
exchange of the currency, but also from a technical and 
economic point of view. 

Further the level of prices will be affected; if France must 
provide 20 milliard francs yearly for the payment of the interest 
on her debt, whereas her pre-war budget did not amount to 
5 milliards, the price of commodities must necessarily bear 
witness to the necessary high taxation ; this is not incom¬ 
patible with diminished credit, so far as its effect can be either 
to reduce prices or to limit trade; an expenditure of 
£1,000 may just as well represent 100 units at £10 as 80 
units at 12£ pounds sterling. By taxation the slow 
amortisation of the national debt compels production to 
transform and adjust its methods so as to be in keeping 
with the altered circumstances, It is not only the workman 
but also the employer on whom falls the intolerable burden 
of taxation to the benefit of the passive capitalists; it is so 
far comprehensible that German industry desired the deprecia¬ 
tion of the mark, which did away with the bulk of the German 
national debt. 

Thus it is seen that the national debt has disastrous con¬ 
sequences when it is contracted as well as when it is repaid; 
it weakens active capital by keeping up a sham capital in the 
payment of the interest and amortisation of which it must 
take a share ; then in the end it throws the burden on the general 
public ; in the struggle between the classes as to who 
shall bear the burden of war it has so far been the lower 
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class which has had the worst of it; the history of the Thirty 
Years' and of Napoleons' wars has now repeated itself. But 
only neutrals and America may hope by slow amortisation 
to manage their national debt. Even in England and France 
the State finances will not in the long run be able to withstand 
the pressure, which will moreover bring about social storms 
to be calmed only by granting to the workmen improper doles 
in return for what has been taken from them in the shape of 
taxation ; this will bring about a new deficit in the State 
Budget, for the working population in our day has a different 
mentality and will fight for its standard in quite another 
way than was the case after the Napoleonic wars. Even 
America and the neutral countries cannot view without anxiety 
the prospect of how the normal amortisation of the national 
debt will be carried out. To such circumstances Stuart Mill 
referred when he wrote : “ The advantage of paying off the 
national debt of Great Britain is that it would enable us to get 
rid of the worse half of our taxation 

Other Effects o! the Continued Existence of the Debt.— When 
the interior debt is amortised, the level of prices goes down ; the 
owners of bonds will possess double the amount which the State has 
borrowed, expressed in goods ; in 1918 it borrowed £50, which 
at that time could purchase 1 cow, and it must repay at a time 
when the taxpayer must sell 4 cows to procure the same amount. 
What usurious interest, what an overwhelming burden on 
the population and what a gift to those who only acquired 
their bond after 1915 ! According to the principle of equivalent 
values the creditor cannot demand payment beyond what has 
been paid for the bond, expressed in goods, but much more is 
paid by the process of slow amortisation. 

A serious and dangerous effect both for the general 
public and for the State is that both national and 
international high finance get the opportunity of interfering 
with the governments. A debtor desiring to obtain a delay 
for payment must put up with a great deal; the govern¬ 
ments must submit to the creditors meddling in public affairs 
their attempting to determine what taxes shall be levied or 
to back up the attempts of big businesses to usurp the privileges, 
monopolies and railroads of the State. In accordance with 
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the same system as that adopted by high-finance in the U.S.A. 
and Germany, of furnishing a small part of the capital 
and yet controlling the majority of the great industrial concerns, 
by means of two small reconstruction loans the international 
capital has got a determining influence on the fate of Germany 
and Austria. With the financiers on the bridge the world 
is sailing fronv^he devil into the proverbial deep sea. 

The States are striving with one another, and within each 
State the different classes are quarrelling to decide who shall 
pay the burden of the war, expressed in terms of their national 
debt; the national debt is the great disquieting bacillus, 
before a settlement is reached on the question of how 
to adjust the national debt, contracted under a different 
level of prices, Europe will be the plaything of revolutionary 
movements, all the more dangerous from the fact that 
these will no longer be controlled by the socialistic 
bureaucracy of trades union officials and well-behaved 
parliamentarians. 

When the national debt destroys the public finances and 
renders necessary an enormous pressure of taxation, the State 
becomes unable to carry out other functions ; at the same 
time the richer classes show disloyalty to a State government 
when it appears to them that the economic pressure exerted 
on them outweighs in any case the obvious advantages they 
derive from the State ; this State-aversion on the part of the 
citizens, which is often expressed in disobedience, weakens the 
striking power of a government faced with trying tasks. 

Adam Smith says : “ It is war and foolish expenditure which 
necessitate State loans ” ; they prepare and make war. War 
has partisans in the metal industry and among the controlling 
financiers, who benefit by the State's war-orders and by its 
contracting of indebtedness, and who are not compelled by 
taxation to realise the burden of the sacrifice made. Take 
the example of the biggest of this century's wars; to a world 
which had spent some 2,000 million pounds sterling on the 
wars of the Revolution and on the Napoleonic wars the Crimean 
War cost 300 million pounds, the Italian War 50, the Austro- 
Prussian War 50, the Franco-German War 350, the Russo- 
Turkish War 250, the Spanish-American and the Boer War 
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200 each, the Russo-Japanese War 700, the Wars of the English 
Colonies 160, and the war between the Northern and Southern 
States of America 650 million pounds sterling. Add to this the 
cost of the World War, say 60,000 million pounds sterling (or 
20,000 millions reduced on the basis of pre-war prices), and 
it will be realised that he who wishes to strike at war must 
strike at the policy of borrowing, which makes it possible for 
governments to consume up to £ of the real capital of a country 
and yet make her people believe that the capital has been 
doubled. Only when the debt is repaid immediately after 
a war—says Adam Smith—does the nation realise what war 
means and makes it reflect before embarking on another war; 
history on the other hand has taught us that a ruler considers 
war a lesser evil than a state of social unrest: the existence 
of the gigantic world-debt produces such a lack of economic 
and political equilibrium that it may compel governments 
to choose between revolution or war. 

Depreciation or Bankruptcy. —In Central Europe high finance 
has taken a position which is somewhat different from the 
one it holds in Western Europe, since it has joined hands with 
industry and brought about a policy of depreciation as regards 
the mark and mark-bonds ; this has had as a result that for 
example the German national debt, measured in gold, does 
not amount to \ per cent, of the national capital, whereas that 
of Denmark amounts to 11 per cent, and that of France is 
40 per cent. This is not only infamous with respect to those who 
hold State bonds, on whom is thrown the whole burden of the war, 
but it is also a deliberate plundering of all those who have money 
claims and whose capital is, so to speak, entirely handed over 
to the owners of the active capital (or land, works and stocks); 
history knows no more cruel blow directed against one 
owner-class, even though it is tempered somewhat by the fact 
that the loss is shared, as the bonds changed hands at prices 
which fell from day to day, and because people think that the 
pre-war debt will be paid at some legal rate; however, only 
far-seeing speculators benefit by that settlement. 

A third form is the brutal one, bankruptcy, which is so far 
more honest as it is open, and less harmful as it affects State- 
bond holders only, although in their case a cancellation will 
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also be cruel and unjust. A partial payment, adjusted in 
relation to the level of prices ruling at the times the various 
parts of the debt were contracted, were certainly to be 
preferred, if the bonds had not changed hands. 

A last method lies in the immediate redemption of the 
debt: a forced conversion, a compulsory loan, or a tax on 
capital. * 



CHAPTER XIV 


A Capital Levy 

It Leaves the Capital Intact. —In the case of a compulsory 
conversion the creditor can receive either a bond representing 
a smaller principal yielding a lower rate of interest or an annuity 
giving him the right for example to receive from the State 
for 50 years £3 a year for every £100 of the debt. But in this 
case we must again object that it is unjust to throw the whole 
burden on the State’s creditors. It must, however, be taken for 
granted that France, and maybe England, will in any event be com¬ 
pelled to compulsorily reduce the interest, even though a series 
of budget deficits will first have to prove the necessity of this. 

Better far to raise a compulsory loan , that is to say a tax 
on capital, where the tax receipt is a fifty year annuity , payable 
every six months, at the rate of £2 10s. per annum for every 
£100 free of stamp duty, of legacy duty, of tax on capital and 
free of seizure for debt. 

But a compulsory loan has, from a psychological point of 
view, just as irritating an effect on the moneyed class as a 
tax on capital and it only puts off the evil day; that is why 
many economists have adopted the idea of ” a capital levy 
on war wealth ”, to quote the title of Pigous pamphlet, and 
thus reverted to a practice which was known to Denmark, 
not only under the absolute monarchy but also in the 16th 
century (for example the 5 per cent, tax levied on capital 1572). A 
tax on capital saves us from the ignominy of defrauding 
the bondholder ?s well as from the disasters of inflation; 
repayment snatches the State government out of the claws 
of high-finance, it puts the finances of the State on a sound 
basis and in this way restores to the State its authority and 
power of action ; it restores social peace and, when once the 
tax is paid, the owning classes become again loyal to the State, 
which no longer needs to impose the annual ravenous and 
irritating taxes for the payment of interest and amortisation,, 
attended as these taxes are by inquisitorial investigations; 
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at the same time repayment frees the State from the necessity 
of resorting to a financial and economic policy, the result of 
which will be the destitution of the working-class. In future 
the taxpayers will save more than the interest on the debt, 
because the administration of the debt and the collecting of 
taxes also require money, apart from the question of the expenses 
incurred through the renewal of the loans. By repaying at 
once the 600 million crowns inland loans, the Danish State 
will save in interest, amortisation, administration, expenses 
connected with renewals, including loss on the rate of exchange, 
a sum corresponding to the annual tax on capital, approxi¬ 
mately 40 million crowns ; and no one ought to object to the 
State omitting to raise the ordinary tax on capital for some 
ten years in return for a tax on capital once and for all. The 
reasons mentioned have to a certain degree made an author 
like Keynes, who is far from being a socialist, favour 
quick repayment by a capital levy as an indispensable part of 
a monetary reform ; a State's expenditure and taxes cannot 
be extraordinarily he avy without inflation and depreciation 
of the currency as a result—something France has got to 
realise within a few years’ time. 

A tax on capital has a deflating effect, depressing the level 
of prices in the same manner as a restriction of credit, which 
would otherwise become necessary. A French millionaire 
consumes and, what is just as bad, makes investments under 
the conviction that he is the possessor of 1 million francs, and 
then only succeeds in raising the level of prices against himself. 
Let him now hold 400,000 francs in State bonds which the State 
purchases from him with the 400,000 that the State has taken 
from him in the form of taxation ; in reality he is no poorer 
since he would have through taxation to pay the interest on 
his own bonds ; the real capital of the country has not changed, 
some bonds have been destroyed and some paper is burned : 
the man’s income from his bonds and his corresponding expenses 
for taxation exist no longer. 

But let us see Ricardo* s argument: “a country which has 
got itself entangled in the difficulties, which this artificial 
system, viz. : a large national debt, will bring about, would 
act with foresight if it redeemed itself by sacrificing as large 
a part of its wealth as is necessary for the repayment of the 
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debt. What is foresight for an individual is foresight for a 
nation. A man owning £10,000, giving him an income of 
£500 of which he pays annually £100 as interest on the national 
debt, only owns in reality £8,000 and would be just as well 
off whether he continued to pay £100 yearly, or sacrificed once 
and for all the £2,000. But who, one might ask, would be 
the purchaser of the property he would have to sell to raise 
these two thousand pounds ? The answer is simple: the 
State creditor who will receive the £2,000 in payment from 
the State will have a difficulty in finding a use for his money 
and will be disposed either to lend it to the landowner or draper, 
or to purchase from them part of their property. The money- 
capitalists would contribute largely to this payment. This 
plan has often been put forward, but I fear we have neither 
sufficient intelligence nor energy to adopt it. It must, however, 
be admitted that we should make unceasing efforts to amortise 
the debt contracted by us in war-time and that no striving 
after relief or desire to escape from present poverty, which 
I hope is only temporary, should make us lose sight of that 
important aim.” 

Stuart Mill, that inveterate enemy of State loans, who more¬ 
over is not of the opinion that capital should bear the whole 
burden of repayment ” on the plea that a generation is only 
bound to pay the debts of its predecessors from the assets it 
has received from them, and not from the produce of its own 
industry ” answers in the affirmative the question as to whether 
one should repay quickly. It is true enough that the debt 
is that of the right hand to the left hand, but this transferring 
of interest and amortisation from one class to another is “ a 
serious evil ”, and by whatever taxation the means are obtained 
this nevertheless necessitates so great expenditure, “ vexations, 
disturbance of the channels of industry, and other mischiefs 
over and above the mere payment of the money wanted, that 
to get rid of the necessity of such taxation is at all times worth 
a considerable effort. The same amount of sacrifice, which 
would have been worth incurring to avoid contracting the 
debt, it is worth while to incur, at any subsequent time, for 
the purpose of extinguishing it. Two modes have been con¬ 
templated of paying off a national debt: either at once by 
a general contribution, or gradually by a surplus revenue. The 
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first would be incomparably the best, if it were practicable ; 
and it would be practicable if it could justly be done by assess¬ 
ment on property alone/* 

The Tax on Capital and the Rate of Saving. —Big business, 
nay even small shopkeepers, are opposed to this amortisation 
on a large scale. Dazzled by the theory of saving, they contend 
that a consumption tax will reduce consumption more than 
a tax on capital. The argument is misleading ; it holds good 
if we compare a capital tax of ten millions with a consumption 
tax of the same size ; but what must be compared is a yearly tax 
with a tax on capital once and for all, which in Denmark would 
take up 6 per cent, but in England 25 per cent, of the taxable 
wealth in order to reduce the national debt to working pro¬ 
portions. No one will doubt that so great a tax on capital will 
reduce the consumption of the wealthy, and that once and for all 
and in a greater degree than any form of consumption tax. 
It must not be argued that the number of wealthy people is 
small; in Denmark only 5,250 people own 200,000 crowns 
and ov^r; but this stratum of the population, which only 
represents If per thousand, owns about J of the total national 
capital which in 1922 scarcely amounted to 11 milliards ; the 
5,250 largest incomes added together amount to at least 420 
million crowns, or more than 10 per cent, of the total income of 
the nation, whereas the 110,000 smallest taxpayers, who have 
an annual income of less than 2,000 crowns, have altogether 
an income of only 150 million crowns. To obtain a sum of only 
15 millions the 110,000 must provide 10 per cent, of their income 
(without deduction of the minimum for living), whereas the 5,250 
wealthy people will only have to provide 3§ per cent. There 
is no possible doubt that a tax on capital—because those 5,250 
individuals, who will be hardest hit, have all the will to make 
up again the loss of capital —will cause a restricted con¬ 
sumption of luxuries so urgently demanded ; that year we will 
not see a wealthy man’s wife paying £5,000 for a fur coat, 
and the Amsterdam jewellers will have a bad season ; this 
means more than the cups of coffee which in Denmark seem 
to have become the scape-goats for the apostles of saving ; 
I am quite agreeable to an increase of the coffee duty, but 
that only solves the problem iov 10 and not 600 million crowns. 

In a country like France the tax on capital is the only 
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solution: conservative governments will fall owing to the 
people being exasperated by the high cost of living, and they 
will be succeeded by radicals who in turn lose the confidence 
of the people, because they are afraid to face the causes of the 
high cost of living : the 500 milliards of the national debt 
and the banknote and credit inflation. No policy of subsidies, 
no police-hunting of profiteers, no regulating of prices will 
be anything but quack remedies. 

And let us say once more to those who are constantly re¬ 
peating that a tax must not be placed on capital “ not in the 
interest of capitalists but for the sake of production ”, that 
a tax once and for all will be painful, and doubly so at a time 
when money and not personality is the standard of social value, 
but its after effects are not evil; utilised for amortising the 
debt it will not cause the ruin of a single real value. But a 
tax recurring every year weakens the will to save, and this 
at the same time as the maintenance of the national debt 
still makes the citizens think themselves rich, in spite of the 
fact that the basis of their wealth is partly only paper. Just 
those who understand that there is a scarcity of real capital in 
the world must stand firmly by : protect capital in course 
of formation and give up the tax on capital for some years to 
come, but destroy at once that part of existing private capital, 
which is nothing but paper , which gives the nation a wrong 
idea of what it can spend and of what new undertakings it 
can begin. Do not destroy the life of the next generation 
in order to keep up a fiction of non-existing wealth. 

How the Tax is to be Levied. —Now extraordinarily large 
operations in capital goods sometimes take place, and these 
are financed by a provisional extending of credit or increase 
of notes ; similarly when State bonds must be sold by their 
owners while the same owners and other taxpayers have to 
hand over a corresponding sum to the treasury in taxation, 
the banks must in the first place put cash or credit at the dis¬ 
posal of the taxpayer who transfers this to the State, and 
the latter therewith repays the bond-holders, who in turn 
deposit the amount in the bank, whereupon the circle is com¬ 
pleted. In many cases this can be done by a simple process 
of transfer. The German post-war taxation laws, moreover, 
allowed taxpayers to pay by means of State bonds . In Denmark 
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I could imagine a system, whereby those who paid their taxes 
in cash would get a 10 per cent, reduction, whereby royal bonds 
at 5 per cent, redeemable before 1932 would be accepted at par, 
National Bank shares at 130, 5 per cent, second mortgages 
within a limit of 75 per cent, of the value of the house and 
4 per cent, first mortgage at 95. In this way most owners of 
capital would be placed in a position to pay their tax on capital 
without needing to realise at a loss ; the greatest difficulty 
would be for those who only hold stocks of goods, but in their 
case an arrangement could certainly be made to obtain credit 
against sureties, as the bonded warehouse system. 

If Denmark, according to a progressive scale of from 1 to 
12 per cent., imposed in such a way as to correspond to a mean 
scale of 6 per cent., levied a tax on capital, which could be paid 
with the above-mentioned securities, in order therewith to 
amortise the greater part of the internal debt , it would be necessary 
to create for this a sinking fund having an independent adminis¬ 
tration ; the State bonds paid in would have to be destroyed 
and the other secunties quoted on the Stock Exchange and 
mentioned above would have to be exchanged for the State 
bonds held by institutions such as self-owned organisations, 
trusts and savings banks ; those securities which could not 
be sold in this manner would have to be administered by the 
Fund and the return obtained from the interest thereon and 
the successive sales thereof would be employed to cover the 
interest and redemption of outstanding bonds. 

Indeed, I should even be satisfied if Denmark would 
merely levy a tax on capital to the amount of 255 million 
crowns and with the proceeds pay off the internal debt maturing 
before 1932 ; the special tax on capital would need to be on 
the average but 3 per cent., for example 1 per cent, increasing 
to 6 per cent, for very large capital sums. It is not advisable 
for the time being to amortise the foreign debt, no more is it 
necessary in order to gain the end of secondary importance : 
a stable budget-balance . 

There have been disputes on the question of the amount 
of the minimum to be free of tax ; instead of exempting the 
first 50,000 crowns as was suggested in 1924 by the Danish 
minister of finance, it would iiave been more equitable to make 
the minimum free of tax vary according to the number of 
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children, regardless of their age, because a man who has to 
give four children a start in the world needs a larger capital 
than he who has but one child; I could conceive of a fixed 
minimum free of tax of 10,000 crowns with an additional 5,000 
crowns for each child. In principle this formula has been 
adopted by post-war legislation in France. 

With the proposed repayment fund a part of Gifferis objection 
has been met, that the repayment of the debt by means of a 
tax on capital disturbs the money-market. However, another 
disturbance takes place : credit is reduced. If in France 
bonds to the amount of 500 milliard francs and in Denmark 
as many million crowns were withdrawn, the public would 
no longer possess this amount on which to borrow. The 
wealthy would then discover the true value of their capital 
and reduce the demand for capital goods as they could no longer 
raise credit by borrowing on their State securities. But that 
is just what is desired, that reduction of credit shall bring the 
amount of money capital invested within the limits of the real 
capital at the disposal of the country (expressed in goods). 
This reduction of the means of borrowing will bring about a corre¬ 
sponding restriction in the extent of banking credit and thus 
enforce a fall in the price of capital goods ; a lesser consumption 
will result from the recognition of the fact that less real wealth 
exists which will affect the price of commodities of consump¬ 
tion and bring about that general fall in prices, which will 
at the same time lower the foreign rate of exchange and raise 
the value of the home currency; a restriction of credit puts 
a check on the import of raw materials and machinery for 
new undertakings. The operation is not so painful as is 
imagined and is well worth while, both in order to maintain 
a healthy body politic and to ensure the country's credit. Read 
a memorandum on John Law’s finance, handed to the Prince- 
Regent at the beginning of the 18th century by the Lyons 
Chamber of Commerce : “ His Majesty is indeed master of the 
State’s resources, but however great be his authority he can 
only preserve confidence and credit in the same manner as 
private individuals, i.e. by paying what he owes.” 

Merchants and Theorists. —During the war practical men 
asked that the war’s expenses should be covered by loans, 
and after 1918 they opposed repayment, basing their 
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opposition on arguments containing a strange mixture of 
mercantilist errors and exaggerated liberalism of the Manchester 
school; the rulers of high-finance have sat on international 
councils as representatives of States, whose welfare they 
had not at heart, and passed judgments on circumstances 
under the influence of the narrowest and immediate interests 
of property amf on the basis of hypotheses arising out of a 
short-sighted and coarse empiricism , to quote Gaston J&ze’s 
criticism of the policy of the French banker, Necker. But 
these men possess an authority far in excess of their intelli¬ 
gence and education, because they are the creditors of the 
State as well as the leaders of the new feudal lords of the 
Exchange and of Trusts, whose egoism and ambition are as 
dangerous to the unity and security of the State as were those 
of the Middle Ages, and because the ordinary citizen, dazzled 
by economic success and wealth, thinks that the man who 
can acquire and dispose of millions understands better than 
anyone else the economics of the commonwealth and the finances 
of the States. The hostility shown by " Big Business ” towards 
taxation raised with a view to paying of debts is in itself an 
argument which Pigou rejects with the observation that a 
merchant is an expert only in his own business and not in matters 
of State finance, unless he has devoted special attention to 
those problems, and moreover even if he is a clever man, and 
even then his judgment is of no more weight than that of other 
clever men who have devoted themselves to the same problems. 

Before referring to the testimony of history, to which with 
Thorold Rogers we may give an economic interpretation, let 
us remember the words of the theorists. Already Hume says: 
The nation must master (“ suppress ”) its debt, otherwise 
the debt will master (“ destruct ”) the nation. Let us recall 
Mirabeau's attack on that loan artist, the “ charlatan 
Necker : " Hatez-vous de Tadmirer, car vos enfants un jour 
le maudiront We have already quoted Adam Smith , Say and 
Ricardo , whose calm reasoning is no less effective than Stuart 
Mills' impassioned writings; add to these McCulloch, who in 
1816 demanded the repayment of the English debt, followed 
in the next year by Husskison of the Bullion Committee ; 
Ricardo quotes with approval a Mr. Heathfield, who demanded 
that the debt arising out of the Napoleonic wars should be 



A CAPITAL LEVY 


151 


covered by a tax on capital. To-day in France it is Jeze, whose 
work contributes both new matter and a new method to financial 
science, the far-sighted but firm critic of the policy of the French 
bourgeoisie ; in America Simon Patten and Durand ; whereas 
Seligmann defends the policy of the U.S.A. in making war 
partly on the proceeds of debts incurred ; in England Pigou, 
Dalton , Keynes and Edgeworth defend “ the capital levy ”, and 
in this they are disciples of Bastable, who says : “ When we 
remember that each million of debt means the power of 
permanently remitting as much taxation as is represented 
by each interest charge, we can better understand the advantage 
of an energetic policy in regard to the debts redemption ”. 

But there is nothing to be done in the face of lack of intelligence 
and egoism : just as the patrician merchants of Genoa in the 
thirteenth century would neither bear the burden of taxation 
nor consent to a repayment of the national debt, because they 
saw in State bonds, yielding a fixed rate of interest, a safe invest¬ 
ment, so will not the moneyed class of to-day. And they are 
followed in this by finance ministers, who have mostly a “ banker's 
mentality ”, and of whom Jeze says that they are swallowed up 
by large financial undertakings, in the administration and on 
the boards of which they spend the time when they are not 
ministers. But this time fate is stronger than the will of the 
bourgeoisie ; the national debt will by its own weight force 
a solution or will drag Europe down into the abyss. If the 
leaders of the bourgeoisie understood that true conservatism 
is different from the temporary interests of the owning class, 
it would be conservatism which would demand “ the capital 
levy ”, and those who hope for a revolution would be its most 
inveterate enemies. 

Let us remember that States and, within these States, classes 
are in conflict as to who shall pay the war's expenses, that the 
national debt upsets the social equilibrium both from the 
economic and from the political points of view, provides 
international finance with an opportunity of stating its terms 
for the control of States and finally weakens the State's authority : 
partly because the owner-class is made angry with a State 
authority, whose tax-pressure and interference is hated, partly 
because disobedience to the State is stirred up in the lower 
class, which sees its standard of living in danger and finally 
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because the repayment of debt reduces the State to a condition 
of continual poverty, not to mention the fact that when the 
position of officials is such that they cannot keep up their 
standard of living, the large majority of these becomes negligent 
and disloyal and, as regards the higher officials, corrupt: that 
is to say that the mechanism of the State has lost its efficiency. 
Add to this tl$ft in the world there is a great scarcity of real 
capital, which will leave Europe the choice of adopting an 
inferior industrial technique or of being shaken by crises of 
unemployment. To the loss of economic and political balance 
corresponds a general loss of mental equilibrium shared both 
by the governors and by the governed. 

In fact Europe is like a ship without a rudder, and on the 
bridge are weak, ignorant and short-sighted parliamentarians 
lacking in conviction and just as short-sighted, selfish financiers. 

In his famous novel, " Los cuatro jinetes del Apocalipsis ”, 
the author Ibanez sees in a vision how the four horsemen, death, 
war, famine and the plague, overrun the world ; he could have 
added a fifth horseman : the ruin of the currency due to debase¬ 
ment of the coinage, perhaps more hateful than the others as 
it is so slow and its effects so indirect ; but nations forget—and 
the five hell-knights will again make the darkness ring with 
the sound of their horses’ hoofs. 



PART III 


THE FACTS 

CHAPTER XV 
The Middle Ages 

The King’s Parse. —In the early Middle Ages the State was 
only loosely joined together. The society at its base was organized 
feudally ; the power of the king , whose object was to construct 
and weld together a State, to give it unity and national purpose, 
did not rest on a wide national and popular basis but on a 
foundation of free and independent units, the feudal lords, who, 
with their lands, their vassals and peasants, fitted into the State 
like the parts of a picture puzzle, and who could as a matter of fact 
be removed without any loss to the State other than a loss in 
size or power. The relationship between the king and his subjects 
was indirect, that is to say through the fealty of the great lords 
to the king ; vassals and serfs were dependent on their lords 
and not on the king. The State was mechanically joined together 
and not as yet organically. The feudal lords furnished the king 
with soldiery, often grudgingly, with certain supplies in kind 
(which were shifted on to the peasants), and from time to time 
with voluntary gifts, benevolences, from which developed 
the practice of supplementary taxes ; but all this was not 
a sufficient basis for a State’s economy. The power of the king 
depended largely on how important he was as a feudal lord in his 
own right, on whether he owned extensive property as did the 
Salic princes and whether or no he himself was his own greatest 
vassal. 

From his own fief he could demand regular soldiery, 
hospitality on a large scale, the right of sojourn for himself, 
his courtiers, his retinue, horses and cattle, food and shelter 
(statio, hospitia, albergium, gestum, parata) and annonnae militum 
(pasturage, forage for the army and supplies in land for the 
subsistence of the troops), various forms of service (Vorspann, 
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cartage, statute-labour, corvee) and supplies in kind, corn, wood, 
wine, cloth, and artisan labour. The older Germanic communities 
scarcely knew anything of State lands properly so-called such 
as we know of them under the Roman Empire ; these grew up 
from alienated portions of the prince’s own private property 
( patrimony ), with additions arising from confiscation, conquest, 
the seizure of tWmerless lands, including the rights over what 
lies under the soil, i.e., mining rights. Both the king’s own 
land and that of the State were ruled by vassals who levied dues 
in kind, a small fraction of dues, however, being received in 
minted or unminted precious metal. Out of these revenues the 
prince kept his own high officials, who later became those of the 
State, as well as his private army and his court. The economy 
as well as the administration of the State grew out of the king’s 
own private land economv. 

The vassals who administered the king’s and the State’s 
land drew comparisons between themselves and those lords 
who held land in their own right, and consequently sought to 
saddle some of their duties upon others, while the king, too, 
was compelled to grant to his officials fiefs more or less free of 
dues in exchange for supplementary troops furnished or in 
lieu of salary. And what is more, pious rulers granted to the 
Church public lands with a minimum of encumbrances. Further 
it happened that taxes and civil charges resting upon the peasants 
became confused in people’s minds so that even very ancient 
taxes were diverted from the crown because they were considered 
to have become an intimate part of the revenues of the fief. 
Under these circumstances the king’s regular revenues were 
insufficient to meet his ever-growing expenditure ; we have even 
the example of the German Roman Emperor who, as emperor, 
had no regular revenue but was dependent on the economy 
of his own hereditary lands. Some princes owned treasures 
of precious metal and jewels, often acquired in the course of 
campaigns ; for example, the Danish king had the " Danegeld ” 
which the Anglo-Saxons outside the Danelaw paid to the Danes 
and which over a period of thirty years brought into their purse 
a quarter of a million sterling ; many princes bequeathed to 
their sons a well-filled treasury, but this rarely lasted two 
generations. 

Landed Property and Pledges.— Consequently the king was 
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unable to meet extraordinary expenditure and, even in ordinary 
circumstances, he experienced difficulty in making both ends 
meet, he therefore had to have recourse to loans, generally to 
loans guaranteed by pledges. The articles pledged were sometimes 
jewels and ornaments; unpledged loans were usually granted 
on the surety of the great lords and, from the 13th century 
onwards, on that of the towns; the lenders were vassals, foreign 
relatives, friends, and the rising aristocracy of the towns. The 
first loans were raised for the ransom of prisoner princes, for 
the dowry of princesses, and for help to allies. Swein Forkbeard, 
the Dane, was three times taken prisoner and ransomed; the 
first time the ransom was made up of presents “ from all Danes ", 
the second time the Great Danish lords went surety for him, 
and the third time the Danish women gave their jewels for 
the king’s ransom ; each time the king gave land to his guarantors. 
Loans on surety assume more importance as time goes on : the 
guarantor must realize that he will have to pay to the king 
who grants him landed property in return ; in this way the 
guarantors of the Dane Christian I, who had to pay the debt 
which with the interest had become 140,000 Rhine guilders 
and which the king had contracted for the purchase of the 
lands of the Counts of Schaumburg, received landed property— 
after their claim had been reduced by 31 per cent. The king 
borrowed from princes and in Denmark even from his queen 
out of her private means. 

But in the majority of cases State and Royal domains had 
to be given as personal pledges. Everywhere the rule held 
that he who received public land in fee had to pay “ introitus ", 
entrance money; if this sum was particularly large it was 
understood that the fee was hereditary unless the entrance 
money was repaid; here we have the transition to the mort¬ 
gage fee properly so-called, where the lender enjoys the 
advantages of the pledge, always those of the manor and in 
any event some of the private and public dues, resting upon 
the peasants. The extreme limits were on the one hand 
that all the revenues from the fief were considered as instalments 
in the paying off of the debt, as was frequently the case when 
the creditors were bishops or abbeys, and on the other hand 
that the creditor should receive them in full as a kind of interest 
and cost of administration : when the king took back his 
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pledge he had to pay the total sum of the principal lent (Scan¬ 
dinavian : pr. modum grotagaeld). About 1530 we have 
in Denmark 10 loans guaranteed by pledges, where the creditor 
collected for himself all the revenues of the pledge which 
naturally could not exceed what the king himself was entitled 
to levy ; yet in most cases the revenue from customs did not 
accompany th?*pledge. A middle course is adopted when the 
king, as did Erik Menved, grants the creditor 10 per cent, (in 
casu: the Counts of Holstein). How the question was solved 
depended on the power of the king. Foreigners and great lords 
also received royal domains in this way; the more powerful 
a lord the lender was, the more likely it was that the mort¬ 
gaged fief became a gift and that the creditor usurped a quasi¬ 
political right, especially while the State was not firmly welded 
together. The Danish provinces pledged to the Counts of 
Holstein were pledged “ with all our rights ", and ancient 
French history shows that the lands of a fief could be annexed 
to or tom from the kingdom not only through inheritance 
but also through being pledged. 

If the king is powerful, he will one fine day settle up in an 
arbitrary manner by means of “ reductions ", he will reckon 
up what the holder of the fief has received in dues, will deduct 
the amount from the principal and will either withdraw the 
pledge or ask for a supplementary loan which will bring the 
amount of the principal up to a point where an equivalence 
exists between the amount of the loan and the income from 
the fief; sometimes he will grant interest to the lender, the 
Dane Christian I refused it “ for the salvation of the creditor's 
soul", thus obeying the canonical prohibition of the taking 
of interest. Sometimes, as did Richard I, he will take back 
the fiefs on the pretext of the rule that the royal demesne 
should not be alienated from the crown, just as we see in the 
history of both France and England that the estates referred 
to this very ancient rule to prevent the king waging unpopular 
wars or exceeding his rights ; in this manner the French “ £tats 
gen£raux " of 1313 and 1468 laid it down that the domains 
were not to be alienated from the State ; in England the fief 
land was 44 loan land " and in Scandinavia gifts of land and 
the pledging of land were in *fact contrary to ancient law; it 
was, however, done on a large scale ; in England the piety of 
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Richard Coeur-de-Lion and the prodigality of John Lackland 
were equally dangerous to the States domains, and the French 
rulers pledged lands to avoid calling together the States. 

In Denmark Valdemar Atterdag and Queen Margrethe retrieved 
many of the royal domains which had become separated 
from the crown ; the latter ordained that all crown lands bought 
too cheaply and contrary to the law, were to be restored. In 
Sweden Christian I, in agreement with the Council of the 
Swedish kingdom and invoking “ God’s and the Holy Church’s 
written law and justice ”, decided that the revenues received 
by a creditor holding a pledge were to be deducted from the 
total of the debt; the Scandinavian ” charters ” extorted 
from the king by the nobles often contained clauses against 
the reductions on and the seizure of mortgaged fiefs. In many 
countries the Reformation provided the opportunity for the 
seizure of Church lands ; thus in Denmark, at the secularisa¬ 
tion of 1536, 55 per cent, of the land became crown domains as 
against 10 per cent, before the Reformation ; but the civil war, 
which was called the Count’s war, and the 7 years’ war with 
Sweden compelled the first two Lutheran kings to go on pledging 
State domains. 

Mercenary Troops and Advances. —In proportion as the 
holders of crown fiefs throw off the yoke and as the fief troops, 
which had replaced the older armies of self-supporting freemen 
no longer answered the king’s call, the latter was compelled 
to hire paid troops, at first chosen among the population of 
the country, among those possessed of a love of adventure 
and those who were without home and family; then he had 
to apply to a kind of merchant colonels , who were at the same 
time bankers and army commanders and who, on their own 
responsibility, beat the recruiting drums and raised an inter¬ 
national contingent of lansquenet levies, which they hired 
out to the highest bidder. But the condottiere had to pay his 
men in money; the king was therefore compelled to seek loans 
from his feudatories, from the States and from his officials. 

In order to judge of the so-called ” simony ”, the sale of 
benefices, it must be understood that to both clerical and 
secular offices were granted lands and emoluments far in excess 
of the needs of those offices, without counting the fact that 
many offices collected taxes and dues ; it was then natural 
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that at the time the office was taken over a large sum should 
be demanded or that the amount representing several year's 
dues should be required in advance. Many rulers also enjoyed 
royal rights, prerogatives, over ports, mines and roads, also 
certain licensing and excise dues, which had grown out of the 
royal prerogative on highways or waterways and on fairs, and 
finally a combination of tax and prerogative such as the State 
monopolies, for example that of salt. 

These sources of revenue could not without difficulty be 
administered otherwise than by leasing them out against a fixed 
annual payment. Consequently the ruler took advances from the 
farmers of the royal dues ; often the town-dues and the licensing 
rights and port dues were leased out and pledged to the towns 
themselves, sometimes even to foreign bankers, as did for 
example Edward III of England. In the same way the king 
leased to his master of the mint the right to mint in exchange 
for an advance covering several years. 

One very frequently used form of raising money, even without 
breaking the law of the Church concerning interest, was by 
the sale of the royal revenues, the so-called “ purchase of 
revenues ", which were conditioned by the right of re-purchase 
by the king ; the royal revenue (“ rentes ") was capitalised 
at 10 to 15 times its annual value ; as a matter of fact the 
interest was quite high ; parts of the whole revenue {appoints, 
loca) were even offered for sale, and this was done in all countries. 
About 1250 Florence owed 70 marc gold to its wealthy citizens, 
who were compensated by the city handing over to them 
a part of the regular revenues ; in Germany, as in France 
and Spain, the purchase of revenues was the ruling form of 
loan outside the pledging of domains. 

Compulsory Loans. —With these advances, we are passing 
the border between compulsory and voluntary loans. 
The crown had always asked for supplementary “aids” 
(aide, auxilium, bede or benevolence) as voluntary gifts from 
his feudatories, bishops, monasteries and towns; these 
benevolences are of both Germanic and Roman origin; the 
Holy See inherited them from ancient Rome. Frequently 
enough the benevolence was provided by a single wealthy 
lord, maybe not quite voluntarily; the towns lent to the king 
in order to be free from taxation and the billeting of troops. 
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the feudatories to avoid levies and the private individual to 
escape the royal disfavour. The king promised repayment 
in order to stimulate zeal, but he demanded the benevolence 
as a right; even in England the king ended by raising compulsory 
loans by “ letters under the privy seal ” ; under Richard III, 
parliament voted a kind of bill of rights , the forerunner of the 
petition which in 1627 parliament presented to Charles I, in 
which it was asked that benevolences and compulsory loans 
should not be imposed to the ruin of his subjects, a practice 
which the Stuarts and the Tudors had adopted from the Norman 
princes. Further the kings, in their need of loans, had recourse 
to the farmers of taxes and of royal rights and especially to 
those foreigners who were granted a trading licence, such as 
Jews, the Lombards of London and those foreign merchants 
who had a yearly or six-monthly passport including a trading 
licence. In France, Louis XI, Charles V and VI, had recourse 
to such means, especially when they could not succeed in 
raising taxes or loans. Richard II had to give up the idea 
of a war with France when the Lords and Commoners gave 
him the reply that they were quite willing to follow him in 
war but that they had no money, and when even the Lombards 
of the City refused to give a loan of about sixty thousand pounds 
sterling ; the prince may offer jewels in return for a loan. 
Henry III pledged not only his own jewels but also the relics 
of Saint Edward. 

One special form of compulsory loan were the advances, 
which the kings compelled their high officials to furnish as 
an intimate part of their duties ; compare the letters of the 
Dutch Superintendents of finances and in Denmark the loan 
from the members of the Council and their surety for the king. 
Erik Menved owed his marshal seven thousand marks and the 
members of the loyal council had to go surety for Christian IV. 

Many compulsory loans were provided on the condition 
that the king should forego a tax on capital ( precarium ). 
Sometimes a compulsory loan was amortised by a tax on capital 
(Denmark 1542 5 per cent.), even though the lender had been 
paid in advance by grants of privileges and domains. 

Compulsory loans were not, however, a solid basis for the 
raising of the large sums necessary for the wars of the 14th 
century. Mercenary troops had now become the principal 
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part of the army, and as the great feudatories had either placed 
themselves under the king or had formed independent States, 
wars were now carried on between relatively important States 
and were thus more frequent and expensive. The Hundred 
Years* War between France and England was partly waged 
by means of loans; expensive wars were inaugurated by the 
Crusades whiefc necessitated money. For his first Crusade, 
St. Louis alone had to sacrifice 2,000,000 pounds sterling (?). 
The princes themselves did not gain much from the Crusades, 
through which furthermore they got to know oriental luxury. 
In this manner the king was in need of ready money, but 
his revenues failed him ; in order to have regular taxes 
he had to give up many good ones, even though these came 
in irregularly, and in order to have those paid in ready 
cash (commutation) he had to surrender more valuable 
payments in kind. But at the same time as his need for cash 
increased, specie became scarce in Europe. In order to pay 
for the new luxuries, after the year 1200 precious metals 
flowed towards Asia ; although the level of prices did not 
rise in proportion to the debasement of the coinage, yet 
cash was scarce at a time when money economy was developing 
within the State, and this in a society still based on natural 
economy. Professor Lexis calculates the annual silver 
production of Europe from 1200 to 1250 at three million, 
from 1250 to 1450 at five, and from 1450 to 1500 at eight 
million silver marks, but this output was insufficient 
to meet the need; with respect to Asia, Europe always had 
an adverse trade-balance. 

Loans from the Patricians of the Towns and from Jews.— 

But the king must have money; when resounded the condotti&re’s 
brutal ultimatum, “ Kein Geld , kein Schweitzer ”, it came home 
to him that “ pecunia nervus belli ” (money is the sinews of 
war) and he had to return to voluntary loans, difficult to obtain, 
for the security at the back of these was the royal word, " verbum 
regium,” too often broken, and which consequently had to 
be backed by guarantees furnished by his subjects or by the 
Church. 

In the towns there had arisen a commercial patriciate, who 
had their origin in the old property owners and who, in England 
and Italy, had been joined by freemen landowners who had 
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come into the towns and by younger sons who had acquired 
burgher's rights. A part of the lending-power of these 
merchants, it is true, had been appropriated by the towns 
themselves ; Bale, at the beginning of the 15th century, had 
a public debt corresponding to 20 per cent, of the wealth of 
its inhabitants, and the loans raised by the Italian towns 
from their citizens were enormous. All princes borrowed 
from citizens, but when these were not financiers the amounts 
borrowed were naturally limited; however, the loan raised by 
Christian IV, from the Danish merchants took on enormous 
proportions, for example that raised from Braem, director of the 
two privileged Companies, superintendent of the Post and farmer 
of the Norwegian copper mines. What the king gained by not 
keeping his word, the creditors received in return by securing 
important purveyors—contracts from the State. 

Until the period of the Black Death a part of the money 
traffic was in the hands of the Jews ; they controlled the trade 
in spices and oriental produce, they provided advances on 
the peasant's and the lord's crops of corn and wine, on grazing 
cattle, its meat and hides and on sheep's wool; thanks to their 
being scattered everywhere and to their commercial relations 
they were eminently fitted for import and export business; 
they had the trade in raw materials and in luxuries ; they 
consequently possessed many kinds of currency, lent money 
to the nobility of the neighbourhood and soon became farmers 
of the salt mines and of the royal rights and then could supply 
advances and loans to princes who, in return for such services 
and because the Jews paid special taxes, granted them protection, 
including the right to trade; in Germany arose the 
“ Schutzjuden " out of which later developed the “ Rammer 
knechte ", who were a source of revenue for the royal " chamber " 
(viz., the English “ exchequer of the Jews "). 

In the Mahomedan countries too they had become valued 
financiers, and in Christian Spain they remained until 1500 
as Jews, and until 1600 as quasi-Christians, the so-called 
marrafios. In France and England Jewish financiers also 
appeared; the kings treated them as sponges, allowed them 
to absorb all they could and then pressed the sponge with 
a somewhat severe hand; Edward I of England in 1200 expelled 
his Jewish creditors and shortly afterwards Philippe le Bel 
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of France expelled his Jews after having taxed them heavily 
over and over again and made them yield compulsory loans. 
We understand his motive when we realise his cruel and 
unjust behaviour towards the Knights Templars who 
had the misfortune also to be his creditors. From France 
and England the Jews went to Western and Central Germany, 
but here again*3hunded the death knell to their economic power, 
when a cause and a victim had to be found for the Black Death ; 
for much may be attributed to religious fanaticism and much 
to the hatred of the people towards the hard money-lenders 
whose premature adoption of the principles of a modern and 
unscrupulous capitalism must have appeared at that time 
both pitiless and godless. But it was as creditors of the rulers 
and the lords and as the competitors of the older burghers 
that the Jews met their fate ; during the next half-century 
they became more and more the subject of expulsion orders 
in the Western towns of Germany; a new outlet for their 
energies was opening up in Hungary, Poland and Bohemia, 
but in che Western portion of the European continent they 
disappeared for a long time from high-finance, and consequently 
from the circle of State creditors, and had to be content with 
the so-called “ Judenwucker ”, the ordinary pawnbroker's 
business. 

In Spain the Jews kept their position for more than 100 
years afterwards as farmers of the royal revenues and as the 
principal creditors of the king, but when Isabella and Ferdinand 
united the two greatest States of the peninsula, and when 
the last Abencerrage left the royal palace in Granada, the most 
catholic king compelled the Jews to leave the country or to 
allow themselves to be baptised, the latter alternative being 
accepted by many; they emigrated to Holland, England, 
North Germany and some to Western German towns which, 
like Frankfort, were accessible to them. 

The Church’s Attitude to Taking ol Interest.— Not only the 
jealousy of the Christian tradesman, not only the mentality 
of his race, but also the laws made of the Jew a financier; the 
commandments of his own religion were no obstacle when 
demanding interest from the foreigner—the Gentile. Certainly 
until the 19th century the Jew had the conception that his 
duties were different towards his co-religionists from what 
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they were towards “ Gojim The secular laws set him few 
restrictions in this respect, when he was tolerated at all; 
Graetz quotes a law which forbade Jews demanding more 
then 80 per cent, per annum. On the other hand the Christian 
must not on principle take interest; the attitude of the Fathers 
of the Church with regard to the question of interest was 
officially accepted by the Council of Vienna in 1311. The 
Church did not understand that money represented power 
over capital, at the utmost it considered money to represent 
power over consumers’ goods; it presumed that as a rule a money 
loan was a consumption loan, that is to say to a friend in need, 
and maintained that money could not beget money. The 
attitude of the Church was so antagonistic to the taking of 
interest that, although she very jealously guarded the ecclesiastical 
jurisdiction, she allowed the secular authority to prosecute 
ecclesiastics for usury. But in reality the Church was not 
opposed to that interest which is bound up with the return 
on real capital wealth ; it allowed, accepted and itself gave 
personal pledges, it bought and sold secured revenues, for 
example State “ rentes ”, the general term applied to the fixed 
revenues of the ruler, and, in selling these, it capitalised the 
revenues. By allowing sales with the right of re-purchase 
it accepted on principle the taking of interest. It tempered 
its judgment also when it allowed the creditor to take “ quod 
interest ”, for example the calf of the cow, “ damnum emergens ” 
the loss incurred by the creditor through the non-utilisation 
of the thing loaned, “ lucrum cessans ,” the profit the creditor 
had to forego, and finally shut its eyes at the penalty for default 
when repayment was not made in time. The severe Danish 
Ribe code, which bears the impress of ecclesiastical influence, 
pre-supposes interest in case of default, as does also the thoroughly 
secular “ Jutlandish law ” (1241). In practice, too, the Church 
modified its doctrine ; the Papal treasury itself lent to rulers 
in return for advantages which were worth more than interest, 
even though the Pope furnished rulers with subsidies free of 
interest, for example during the Crusades. But the attitude 
of the Church was not favourable to the development of an 
international capital market, which was a necessary condition 
for the raising of very large loans by a State which had squandered 
its domains and could not obtain a sufficient amount from 
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its taxes. The Reformers followed in the steps of the Fathers 
of the Church and it is under church influence that from 1500 
onwards we see States laying down a legal maximum interest, 
which by the way the rulers themselves were obliged to violate 
when, during the money famine from 1350 to 1550, they most 
often paid from 10 to 15 per cent, in interest; about 1566 
Frederick II «r Denmark even pledged the royal tithes on 
terms which would represent 14 to 27 per cent. The 
interest on money loans had increased in proportion as the 
silver famine had become more acute and the debasement 
of coinage more frequent, and this at a time when taxes in 
kind were commuted into money taxes and gave but little 
return, when the feudal revenues failed and when the estates 
only grudgingly voted aids, for fear of giving permanency 
to what in their opinion should be extraordinary. 

Under these conditions, the effects of which were all the 
more severely felt through wars becoming more frequent. State 
activities more numerous and the domain of money economy 
wider, the prince became dependent on a money market, the 
importance and the firmness of which corresponded to his 
needs. The Feudal State, bound together in a merely mechanical 
manner, was undergoing a transition towards an organically 
welded State the head of which, the prince, had new important 
and costly tasks to carry out. He could no longer be satisfied 
with semi-voluntary loans raised within his own borders; 
either there did not exist, as in Scandinavia, a sufficient capital 
element within the country's frontiers or, where this did exist, 
as in France, Central Germany, Spain and Italy, the financial 
houses were so powerful and had such international ramifications 
that they could resist arbitrary measures. The prince was 
then compelled to solicit loans according to commercial practice 
and on the objective terms of the market. A kind of inter¬ 
nationally linked money market had been formed, as ready 
to deal with the country’s ruler as with that of the neighbouring 
State, but also powerful enough to be able to dictate the terms 
of a loan. 



CHAPTER XVI 


The Origin of an International Loan Market 

The Italian Towns. —It was on the Italian peninsula that 
a national money market first became big enough to provide 
a basis for an international money market; here congregated 
the Levantine merchants (and many an Italian merchant 
family was Greek in origin, for example the Medicis) with the 
merchant patriciate, supported by the neighbouring nobility, 
who did big business without ceasing to be landed proprietors ; 
from these towns was done the " overseas trade ” of that time 
with the Levant, Asia and North Africa; there existed a 
developed commercial code, inherited from the Roman Empire, 
and a commercial technique superior to that of other countries. 

Trade in merchandises created the money trade ; it was 
necessary to dispose of cash, to have a knowledge of the infinitude 
of the often underweight coin which was a characteristic of 
the Middle Ages. Dealing in money first formed an important 
part of a large wholesale business, comprising imports, exports 
and transit, but was finally made distinct and became a special 
business of its own. It was a risky and difficult matter to 
transport precious metal over bad and perilous roads. Inter¬ 
national trade then became regulated by means of letters of 
exchange, issued by well-known firms, ensured and endorsed 
by other firms and in the large Italian towns there arose a kind 
of clearing which took place at fairs (German " messe ") the 
dates of which were account-days and the days on which the 
bills of exchange matured. The leading financial houses worked 
on their own capital with deposits of sleeping partners, par¬ 
taking either in the whole business or only in a single under¬ 
taking, for example the fitting out of a ship for a long sea 
voyage. 

In the Italian towns men learnt to handle the instrument 
of credit; the Genoese knew how to do business with a minimum 
of cash and a maximum of paper, that is to say understood 
how to handle the means of credit. Further the Italian firms 
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could, besides supplying loans to merchants, also lend to their 
own authorities and even to foreign princes. It was the old 
families that carried on this money business ; the new nobility 
were merely traders; just as in our day more distinction is 
attached to the parasitic business of trading in money than 
to the tradingjn goods. 

The first official loans were advanced to the governments 
of the State towns ; their subjects formed the so-called monti, 
societies, which provided the State with loans and in exchange 
took over its revenues as a pledge ; quite often it was the State 
that formed associations of " campsores ", stock-brokers, and 
compelled them to take over the State “ rentes ", as for example 
in Florence; these monti became banks, for example the 
famous “ casa di St. Georgio ” of Genoa which later on, in ex¬ 
change for advance loans, took over and farmed the public 
revenues of the famous city-state. Genoa's debt to its citizens 
was already large in the 13th century; in 1320 it had reached 
1 million, 30 years later 3 million and in 1400 it amounted 
to 5£ million guilders. In the 13th century Venice twice 
assigned (pledged) its revenues to a Company. Such loans 
were of ancient date. As early as in 1165 Venice borrowed 
from three of its citizens on the surety of all the property owners 
in the city, and all those who desired to emigrate had first 
to furnish a guarantee for their part of the surety; about 
1400 the oldest of the established Venetian monti owned 9 
million guilder in State bonds. The mistress of Adria also 
raised loans from the Companies which farmed the city salt¬ 
mines ; in spite of the fact that the city had just paid off 4 
million ducats it still owed 6 million florins in 1423. 

If the Venetian was the greater politician the Genoese was 
the greater financier, and in the 12th and 13th centuries he 
could lend both to other State towns and to the Popes; his 
gold even crossed the Alps. Richard Coeur-de-Lion raised 
loans in Genoa for his crusades and through this town the 
personal bonds he had signed in Palestine were presented to 
him; the French kings, who could not be satisfied with their 
native sources of revenue, the Knights Templars, ecclesiastical 
institutions and the Jews, also applied to Italy. In 1253 
St. Louis borrowed more % than 100,000 livres (worth £1 
apiece); in the 14th century the Genoese were the chief 
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creditors of the European princes, and in the 15th century 
a number of families, for example the Grimaldi , can be 
traced as State creditors for upwards of 100 years: at 
the end of that century France alone owed that house more 
than 300,000 ducats ; the German princes also were compelled 
to apply to the other side of the Alps, in particular the Emperor; 
the debt owed by the Hapsburgs to Genoa can be compared 
with their debt to Antwerp and Augsburg ; the Grimaldi enter 
into contact with Spain through the medium of Austria, and 
the Spanish bankruptcies of 1557 and 1575 not only destroyed 
the house of Grimaldi but also some 30 to 40 of the leading 
banking houses who carried on their shoulders Genoa’s banking 
business. At that time Genoa was doubtless the only one 
of the Italian towns to lend on “ assientos ” of the Spanish 
crown : an assiento was really an agreement according to which 
a third party undertook to advance money against a crown 
revenue that had not yet materialised, for example a silver¬ 
carrying fleet on the sea ; thus the word came to acquire the 
same meaning as the pledge itself. The Genoese financiers 
had branches and agencies (“ factories ”) in the other Italian 
towns, and in proportion as the circle of their debtors grew 
larger, they were established also in Germany, France and the 
Seven Provinces. 

After Genoa came Florence ; from being the centre of the 
manufacture of silk and wool as well as of the Levantine trade, 
it became the home of banking and condottiere families. The 
condottiere was at one and the same time a colonel and a kind 
of army contractor, who not only provided the army with 
food and equipment but also with its supplies of trained 
soldiery ; in so far as he furnished his supplies on credit the 
condottiere was a banker. As elsewhere the financial houses 
of Florence began by lending to their town authorities—from 
1377 to 1400 the State covered almost the whole of its extra¬ 
ordinary expenditure, 11 \ million florins, by means of loans. 
The town’s mercenary troops gave occasion to loan transactions 
with the other City States and with the Pope ; when in 
difficulties France, England, the German princes and even 
the Scandinavian kings turned to Florence. The failure of 
Philip le Bel to keep his word and the English bankruptcy 
of Edward III dealt Florence a severe blow in the 14th 
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century, but she recovered. Just as in the case of the Sforzas of 
Milan we see how the Medici family traded in goods, in troops and 
moneys: Giovanni di Medici lent money on the tiara of John 
XII ; but frequently it was the Medici who were the debtors 
of the Roman curia ; through their Roman counting-house 
they became the bankers of the Church, they administered 
the money paid for indulgences, Peter’s pence, jubilee money, 
bishop’s present and other payments made by Europe to the 
Holy See—sometimes in kind and sometimes in sundry kinds 
of coin, clipped for the greater part; all this had to be worked 
out and converted into standard coinage, silver marks, florins 
or ducats or again had to be converted into the several different 
foreign currencies of which the Holy Father had need; often 
the family had to administer these sums for a time, for in spite 
of the interdiction as regards interest the Holy See would 
have its capital produce a return. The family became very 
wealthy ; Giovanni owned Cosimo J million florins (each 
florin worth 10 crowns) and his grandson, Lorenzo the magnifi¬ 
cent, was a millionaire many times over, but under the latter 
the State’s purse and that of the family were mingled together. 

The large loans made by the family to all Europe, some via 
Florence and others through its agencies in Lyons and Antwerp, 
had not only profit in view but by degrees assumed a political 
character, viz. the loans accorded partly to the last Valois 
of France to whom they were related through Henri IPs queen, 
Catherine, and partly to the husband of Marie de Medici, 
Henry IV. The Medicis had as rivals the Strozzi and the 
Friscobaldi, who collapsed because the king of England was unable 
to repay them £60,000. Towards the year 1500 there were a score 
of houses in Florence doing international business. In the 
first quarter of the 16th century Francis I owed the Florentines 
600,000 florins. In spite of this, the controller of the French 
finances, Cardinal Tournon , raised new and gigantic loans in 
1536, which were repeatedly renewed. Both the Medicis 
and other Florentine houses held foreign State revenues 
in pledge; for a time the French customs and even “ la 
Gabelle ”. In the struggle between the Valois and the Haps- 
burgs Florence was mostly on the French side—unfortunately 
for Florence, for the Valois were bad debtors. England also 
sought loans in Florence, where the house of Friscobaldi, to 
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which Henry VIII failed to repay a loan provided partly in 
money and partly in saltpetre, went bankrupt with many other 
banking firms which had negotiated with England, and they 
ruefully recalled the memory of Edward Ill's bankruptcy two 
hundred years previously. 

Lyons. —The Lyons fair has been famous from early times; 
under Louis XI’s influence this fair was changed into a regular 
Exchange for dealing in goods and securities. Unfortunately 
the king was not only the protector of the town but also an 
important client of its bankers, and his loans had sometimes 
a flavour of compulsion. In Lyons loans were made on the 
fixed revenues of the French king, “ rentes ", partly by the 
so-called “ parties", Companies, which correspond to the 
Italian monti and partly by the Florentine bankers who dwelt 
there and whose rate of interest increased in proportion to the 
risk incurred : in 1494 Charles III had to pay 14 per cent., 
Francis I had to pay in excess of this rate for the 300,000 ducats 
he owed to Lyons and Henri III had to pay up to 20 per cent. 

The acknowledgments of debt signed by the French kings 
were readily quoted on the Exchange often much under par— 
and naturally so if M. Vigne is correct when he advances the 
curious statement that the French king had borrowed 7 million 
livres in one sum. 

From 1450 to 1550 Lyons was the most important Exchange 
in Europe, where no “ kreditfahig " prince need apply in vain ; 
there settled Venetians, Florentines, Genoese many of them 
driven out of the State towns by the civil wars ; both the Medici 
and the Strozzi had branch establishments in Lyons. In the 
16th century Lyons' wealthiest citizen was an Italian, whose 
name, Gadogne, was used 200 years later as a synonym for 
wealth; to Lyons came the Jews and Marranos (the so-called 
“ Grissons "), driven out of the peninsula beyond the Pyrenees ; 
further the German firms of Fugger and Welser founded branches 
there, and certain Germans furnished large loans to the king, 
as did for example Cleberger, who was naturalised and ennobled 
by Francis I. Towards 1500 there were 87 banking houses 
in the town without counting the merchants and manufacturers 
who like Jacques Coeur were credit purveyors to the State. 
Fifty years later the crown compelled its lenders to form the 
so-called “ grand parti " which, in return for short term loans 
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which had matured, received perpetual “ rentes ”; at the 
same time the king compelled those, whose mortgage debt 
to other private individuals had come to maturity, to pay 
the amount into the royal treasury which, in return, gave to 
the creditor royal " rentes '' ; in this manner the rentes were 
distributed among a large circle of holders. Just as the French 
bankruptcy o£ 1557 affected Lyons, the town lost through 
the failure of Henri II to keep his word : in 1580 his debt 
amounted to 128 million livres, partly borrowed from ecclesi¬ 
astical endowments, partly abroad and partly from Lyons. 
Add to this compulsory loans, special taxation and the king's 
endeavour to concentrate everything in Paris, and it will be 
understood why Lyons lost its financial supremacy. 

The Debt of the Hapsburgs .—Curiously enough it was poverty- 
stricken Spain whose financiers rivalled the Italians as public 
lenders of money. Neither the Moorish nor the Christian 
princes of the Peninsula had ever been good economists and 
their fixed revenues were often pledged to Companies, “partis” 
formed ad hoc. Among the numerous Jewish population, 
which for a long time enjoyed the royal favour, they found 
well-provided lenders. But after the Moors had been driven 
out, Ferdinand the Catholic turned on the Jews and compelled 
them to accept baptism under a threat of expulsion : from 
1492 to 1500 some 300,000 Jews are said to have left the Pen¬ 
insula, and legend attributes to the Grand Inquisitor, Don 
Torquemada, the burning alive of 100,000 Jews, Moors and 
heretics. Many Jews accepted baptism and these crypto- 
jews (marranos) inherited the money business of their former 
co-religionists and thus became the State's creditors, holding 
as pledges the revenues of the crown and that to such an extent 
that Isabella, in her will, warned her successors against selling 
crown revenues and decreed that the revenues from the latest 
conquest, Granada, should be applied to the redeeming of 
pledged crown revenues. Among the famous families of mar¬ 
ranos, who figured as State creditors, were the Perez. Erasso 
and that ill-famed Don Juan de Curiel delle Torre who, in 1581, 
in spite of the fact that the king owed him 1 million silver dollars, 
was able off-hand to lend his master in the following year 
£ million dollars to be paid through the Exchange fair at Genoa. 
In 1573 Espinoza lent the Sjfonish king § million silver dollars, 



INTERNATIONAL LOAN MARKET 


171 


and at the same time J million in Italy and 1 million in Holland 
was owed to him; through the Spanish bankruptcy of 1575 
Espinoza lost more than 2 million good silver dollar (“ escudo ”). 

To explain the national debt we must know the development 
of the peninsula during the 16 th century; the discoveries 
had transformed poor, uncivilised and backward peoples into 
an apparently wealthy united nation which, in the hands of 
the Hapsburgs, undertook a “ Weltpolitik ”, but on a scale 
which lay beyond the power of the country. The king of Spain 
was emperor of “ all the Indies ” ; silver and precious articles 
came from America in gigantic fleets, fitted out by Companies 
in which the king had his share as well as a royalty. But this 
business was beyond his capacity for, over and above the pur¬ 
chase and transport of the silver, it involved also the melting 
down, the minting and the distribution of the coin to the troops 
scattered over Europe or to the king’s foreign creditors. Long 
before the silver-fleet was in harbour, it had been sold or pledged 
by an “ assiento ” to native or foreign financiers and had to 
end its voyage in Dutch, Italian and even in English ports. 
These “ assientos ”, bonds on the silver-fleet, were in demand 
on all Exchanges and were consequently easily negotiable ; 
but “ the silver from Potocki’s mines was not sufficient ” ; 
the attempt to create a world-empire caused too many 
wars, waged with the level of prices always on the rise, and 
consequently the fixed revenues were pledged to Dutch, Italian 
or German merchants, whether in the form of landed property 
or mines, for example to the Fuggers in Augsburg, for whom 
this was their best coup, to Italy and to the Spanish bankers. 
When the arch-catholic king drove out the Arab farmers and 
when the Marranese bankers emigrated, taking with them 
their foreign credit and their commercial relations, Spain's 
inevitable headlong march to ruin was accelerated; 1554 

and 1573 are the years in which took place the greatest bank¬ 
ruptcies the world had known up to that time, bankruptcies 
which involved the ruin of the large Spanish, Genoese, Dutch 
and German houses. 

Antwerp. —As the bee seeks the flower, so the Jews and 
marranos sought a shelter for themselves, their capital and their 
business in the Dutch and Flemish towns where an international 
money business had developed, based on the natural wealth of 
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the country and the character of its population. Bruges held 
the lead; there were negotiated St. Louis’ letters of credit and 
about 1266 the merchants of that town were the king’s largest 
creditors. From 1440 to 1550 Antwerp became the world- 
centre which rivalled Lyons in power, and where all the com¬ 
mercial houses of Europe had counting-houses and branches ; 
here were finaijgial representatives of the foreign kings; England, 
for example, was at various times represented by the two 
Greshams and Vaughan, men who were often at the same 
time “ factors ” for the famous city guild “ The Merchant 
Venturers ”. The greatness of the town lay in the looms of 
Flanders and English wool; but we must add to this spices, 
colonial produce and silver ore from America. Here arose 
a real exchange for goods and securities; here goods and money 
were cornered, here the unemployed wealth of the world sought 
investment; on the Exchange was fixed the “ conto ”, that 
is to say the rate of interest and the rate of exchange of bonds ; 
here the kings’ credit was tested and their letters of exchange 
and bonds were given a value in accordance with the results 
of the test; it was here that State bonds were first made 
“ fungible ” ; here were firms who could share a king’s debt 
among their partners. In Antwerp letters of exchange from 
all sources were ‘"cleared” one against the other. Naturally 
it was the Dutch provinces as well as the king himself who 
laid hold of the money market in the first place ; in this manner 
the States-General in 1554 paid out 285,000 florins in interest 
and three years after 2 millions. As regent of the Netherlands, 
Charles V contracted large loans at 10, 20 and even 30 per cent. ; 
many of these loans, either destined to the purchase of war 
material or for the provinces’ own use, were issued as letters 
of the Master of Accounts, because his credit was much better 
than that of the regent. When Charles V could not obtain 
money in Germany for his wars against France, he borrowed 
in Antwerp. In the middle of the 16th century the Austro- 
Spanish loans were at their zenith. Philip continued the policy 
of his predecessors; out of a total debt of 50 million guilders 
he owed 8 to Antwerp. In the end Philip II’s annual expenditure 
for the payment of interest on his debts amounted to more 
than the ordinary revenue of Spain, and when in 1554, -60, 
-73 and -75 Spain went bankrupt in several stages, firstly by 
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the compulsory consolidation of her debts, that is to say 
by paying off short loans with long-term bonds, and secondly 
by reducing the principal and the interest; then arrived the last 
hour of Antwerp's greatness ; what the cruelty of Alba had 
spared was destroyed by his king’s insolvency. Add to this 
that France and England were frequent borrowers and that 
the House of Tudor tried to centralise its foreign debt in 
Antwerp. When in 1552 her crown agent in the town was 
Thomas Gresham, England owed £123,000 in Antwerp, and 
in the course of the following four years he procured for his 
prince loans from the town to the total amount of 2 million 
pounds sterling; sometimes he raised loans in his own name, 
which was better than that of the king. No wonder that Mary, 
whom the Protestants called Bloody Mary, on her deathbed 
urged upon her advisers the repayment of the Dutch debt, 
which was paralysing the freedom of action of the State. 
On the advice of Gresham, Elizabeth applied to the home mer¬ 
chants, to the Lombards and to the Hanseatic “Steelyard" of 
London, whose power in fact he succeeded in breaking. Great in 
his quality of merchant and far-sighted as an adviser of the crown, 
he succeeded in having abolished the prohibition of interest, and 
in 1560 he brought about a reform of the coinage, ruined 
by Henry VIII ; he stabilised his country's currency by 
operations on the foreign exchanges. 

German Loan-Centres. —In the Hanseatic towns and in 
the free towns of Germany there had arisen a number of burghers 
who could in some respects rival the Italians; they carried 
the inter-regional and foreign trade of Germany. The citizens 
advanced loans to their own civic authorities, to foreign 
merchants and to neighbouring princes ; in the same manner 
as in our day, the Great Powers finance overseas States, the 
Hanseatic towns supplied loans to the neighbouring princes 
in return for concessions and privileges; these political loans 
were provided by individual citizens and sometimes by the 
Council, which was at once Government, Municipal Authority 
and Chamber of Commerce. 

The history of Scandinavia is a long tale of how the 
Hanseatic towns of Wende and those of the Netherlands supplied 
the king with large loans and advances, in return for exemption 
from navigation dues; we also see that they supported now 
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one side and now the other during the civil wars, and that 
without any strict regard for principle ; they supplied large 
loans to Gustav Vasa of Sweden, loans which this king by 
the way only partially repaid, and then only by sending a man 
to Liibeck with a cargo of butter, but they also supported 
Christian II of Denmark, against Frederick I and Christian III, 
even though jjieir loans did not attain the importance they 
had in the century preceding the accession of the Oldenburgs 
to the throne. The North German rulers also generally obtained 
loans from the Hanseatic towns, though not always voluntarily. 

As successors to the economic power of the Hanseatic towns, 
properly so-called, we have the imperial towns of Central 
Germany; these towns themselves raised public loans from 
their citizens, they practised the “ purchase of rentes ”, and 
sold the public revenues for a round sum. Some people will 
argue that the towns carded on a banking-business in the interest 
of the town treasury ; but in any event this did not last long, 
the patricians took over banking on their own account. There 
the neighbouring princes raised loans, but not always on a 
commercial basis, as is seen in the loan which the emperor 
in 1274 distributed among the towns of Augsburg, Ulm, and 
many others. Between 1290 and 1405 the Dukes of Brunswick 
and Liineburg gave the German lenders 300 acknowledgments 
of debt, many of them guaranteed by pledges and with the 
arrangement that the creditor had the right to appoint the 
officials in the district pledged. 

In Northern Germany, Liibeck was a town of bankers ; 
the town was very anxious to hold in pledge the Danish Sound 
dues, at any rate that portion which had to be paid by its own 
ships; since the 14th century the town has played a part 
in Scandinavian politics, which reached its culminating point 
about the time of the Reformation. In 1466 together with 
Hamburg it received in pledge the Danish royal crowns, and 
three years later Denmark even pledged Kiel to the municipality 
of Liibeck for the sum of 26,687 Liibeck marks. At Kiel were 
settled the terms of credit for the Danish State. In 1527 the 
Danish Chancellor, in his private correspondence, calls the 
Kiel Exchange “ the Jews' Fair “ Here you can have money 
cheap, 100 guilders cost but 7 per cent.” At Kiel the Holstein 
cattle-dealers and gentlemen* met the Dukes, and there they 
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met the envoys of the Scandinavian and North German 
rulers. 

On the “ Kiel Exchange ” King Christian II of Denmark, 
for example, raised 13 loans, and Christian III owed 63 items 
to the Holstein nobles, besides 80,000 Liibeck marks to the 
private citizens of Germany; Christain IV, partly with the 
guarantee of his advisers, had to contract enormous debts 
at Kiel at an interest reaching as much as 8 per cent. Via 
Antwerp large capital sums were due to the habitues of the 
Kiel Exchange ; for example in 1570 the British crown owed 
70,000 guilders to Johan Rantzau; 15 years later Henrik 
Rantzau had money owed to him by the English king, by the 
Danish king and even by the Emperor of Germany, partly 
in direct loans and partly as financial partner and through 
the deposits he had with the citizens of Ghent and Antwerp. 
In 1616 through the intervention of the Danish king, Daniel 
Rantzau retrieved some of the money which the English king 
had borrowed from him in Antwerp. In 1570 we have a 
consortium of some Holstein nobles, to which the German 
princes owed 107,000 dalers via Antwerp ; Kiel was thus a 
kind of feeder for that town. 

The Fuggers. —In the year of our Lord 1367, an honorable 
master weaver settled in Augsburg, where he ended his career as 
Master of his own corporation, member of the Guild of Merchants 
and the founder of a family of merchants which lasted for 
300 years. One hundred years later, one of his descendants, 
Jacob Fugger, in connection with his hosiery and mercery 
business, carried on a big trade in cloth, silk and wool, to which 
he added the risky but profitable trade in spices ; the merchant 
bought from the peasants both com and wool, had a 
“ warehouse ” for the raw materials he had purchased, and which 
he allowed small weavers to work in their own homes; but 
at the same time he was both an importer and an exporter. 
For his foreign trade he had need of many kinds of currency 
and the firm then developed an important branch for trading 
in money; the Fuggers had business connections in all 
the important commercial centres both in and out of 
Germany and their bills were of good repute. The extent 
of the business compelled the firm to work with outside money : 
they received money partly in actual deposits, and partly in 
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subscriptions from their fellow-citizens, relatives and friends, 
who came in as “ sleeping partners Fugger’s credit, which 
having regard to the conditions of the time was unlimited, 
allowed him to offer himself as a lender to other merchants, 
to the municipal authorities, to the German princes and to 
the towns. In this way the firm did quite a big banking 
business. Agjpng his debtors was the Archduke Sigismund, who 
in various sums borrowed up to a total of some 200,000 guilders 
(at 10 shillings) and gave as security the Austrian mines ; both 
in Austria and Hungary Fugger farmed the mines and the royal 
dues, the returns from these serving to cover the interest and 
amortisation of the loans made to the princes. Under the 
Emperor Maximilian, Sigismund’s son, we observe this inter¬ 
action ; the Fuggers became farmers of the mines in return for 
loans to the Hapsburgs, and they had also to supply further 
advances for being in possession of the mines. Thus they 
came to possess metals, iron, zinc, copper, mercury and salt, 
goods which they added to their stock in trade. The loans 
increased and with them the reputation of the firm when the 
Hapsburgs, as German Emperors and Lords of Spain and the 
Netherlands, in Italy in particular entered into the struggle 
with the French Valois (Francis I) for European hegemony. 
At that time the heads of the firm were Jacob Fugger (died 
1526) and then Anton Fugger. In 1515 the Hapsburgs 
owed the firm 300,000 guilders. The power of the 
firm and consequently its repute was widespread: On 
Charles V’s recommendation the house obtained the 
privilege in Augsburg of assessing her municipal taxes; 
Charles V stated that in the whole of his empire he did not 
know such a 44 stathaften Burger ”—and he could have added 
“ nor a more open purse ”. The Fuggers who, among their 
numerous branches, included a manager (factor, agent) in Antwerp, 
lent Charles via that town several hundred thousand florins. 
When Charles was to be elected German Emperor he had need 
of 2 million florins, two-thirds of which the Fuggers placed 
at his disposal, another German firm supplying one-sixth, Italian 
houses the remainder. As half of that money had to be used 
to bribe the electors, Fugger was careful enough to promise 
only to lay down the cash when the voting was over. 
As a good Catholic he helped the imperial and Catholic cause 
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against the Lutherans, just as later the firm helped the French 
Catholic kings against the Huguenots, for the reason among others 
that the latter controlled the rival exchange at Lyons. At 
the Diet of Worms he lent Charles money against the pledge 
of the emperor’s Spanish revenues. In the struggles between 
Charles V and France, Jacob Fugger intervened with large 
loans, and we see him as the decisive factor in the fateful campaign 
of Pavia by sending money to Charles at the time when his 
troops were threatening to disband, as they had received no pay. 
This money immediately begot more money, as England, Holland 
and the Italian towns hastened to send their promised subsidies 
to the victorious Hapsburg ; for if Francis had got enough 
money he could outbid Charles for the services of the Swiss 
lansquenets. The condottieres only trusted Charles’ promises 
when they were endorsed by a Fugger. Shortly before his death 
Jacob brought off a big deal. He gave Charles money in exchange 
for the revenues of the Spanish crown, arising out of capital, 
landed property, the mercury and silver mines of three religious 
orders and of knighthood—a block of property administered by 
the Fuggers for 100 years through their Spanish factor-general. 
This was obtained in part by the immediate advance of a large 
loan and in part by the payment of yearly dues to the amount 
of 135,000 ducats, which sum the firm was soon compelled to 
double owing to more favourable offers being made by its 
competitors. When Charles obtained the consent of the estates 
to new taxes in Austria or in the Netherlands, he had to obtain 
from the Fuggers immediate advances on the strength of the 
voted sums. No wonder he had a great esteem for a creditor 
who was always ready to advance money, even though he 
was rather exacting; Charles had to pay at least 10 and 
often 12 to 14 per cent, in interest; when he visited Augsburg 
the Fuggers entertained him with a princely hospitality. When 
once the emperor got in arrears with his interests and 
amortization, Mr. Jacob sent the Lord of the Universe an 
angry letter, in which it was recalled that without his, Fugger's, 
help the imperial diadem would not have adorned Charles' 
brow, and Charles accepted this violent letter without a word. 
Ehrenberg justly gives to his description of the financial conditions 
of the time the title of “ Die Zeitalter der Fugger ”. 
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Through their branch at Naples the Fuggers had loan trans¬ 
actions with the court of Palermo, and for some time they were 
the bankers of the Holy See. The German archbishops borrowed 
money from the Fuggers to pay the entrance fees and other 
dues demanded by Rome in return for the sanctioning of their 
appointments. Both through this city and through their branch 
in Rome thejgfuggers ended by administering a portion of the 
Papal revenues, for example the jubilee money and that paid 
for indulgences. When Tetzel went on his indulgence tours, 
he was accompanied by the Fuggers’ agent who received the 
daily proceeds, a part of which went to the payment of the 
aforementioned debt due to the firm by the ecclesiastical Electors, 
the other part being changed into a suitable currency and sent 
to the Holy See or kept at its disposal. 

Anton Fugger also was a powerful man : in his time the firm 
not only farmed royal mines and dues but also taxes both in 
Germany and outside Germany, the Fuggers being now world- 
bankers, courted by all princes, although the French ones 
in most cases applied to them in vain. In 1536 the firm lent 
the Emperor Charles 380,000 florins at 14 per cent., and a few 
years previously Ferdinand of Austria owed the Fuggers more 
than 1 million florins. At that time the firm’s private capital 
amounted to more than 2 million florins as against one quarter 
million in 1511 ; but thanks to deposits the working capital 
was more than double that amount. The firm had branches 
in Cologne, Antwerp, Amsterdam, Rome, Venice, at the Spanish 
court, in Vienna, and no doubt a forwarding agency at Kiel. In 
the middle of the sixteenth century its annual revenue amounted 
to 400,000 florins. The firm financed the Schmalkaldic war 
for the emperor, whose chief creditors, besides the Fuggers, 
were the leading houses of Genoa. 

The Fuggers' operations were on a large scale: they 
financed the French king in respect of Catherine de Medici's 
dowry, and they purchased Cosimo de Medici's fixed revenues 
for ten times their amount; other Italian State towns pledged 
their taxes to the German firm which also participated to the 
extent of one-third in the English loan raised in Antwerp by 
Gresham and amounting to one-half million guilders. Further 
the Fuggers lent money to the lesser German princes (mostly 
against pledges), but their main debtors were the Hapsburgs. 
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It was often hard to get money from the emperor. Once Mr. Anton 
said : “ It is greatly prejudicial to the emperor that he wishes 
to make war and have money on finance ” (that is to say on 
credit). It was via Antwerp that the Fuggers did their most 
important and what seems to have been their most profitable 
business with the Hapsburgs, for the firm financed them for the 
upkeep of their mercenary troops in the Netherlands. After 
Philip II’s accession to the Spanish throne, and now that he had 
become master of the Netherlands, the Hapsburgs’ debt became 
an avalanche. In 1559 Philip owed the Fuggers’s 4 million florins; 
in order to obtain cash they themselves were compelled 
to borrow from the Spanish usurer, the marranese Curiel de 
Torre, at 10 per cent., although they did not receive the loan 
in cash but in Spanish State securities, which the borrowers 
had to sell at a loss of 50 per cent. At that time two-thirds 
of the firm’s balance was made up of Dutch and Spanish debts. 
In 1572 Philip’s second big bankruptcy took place, and then the 
greater part of the Fuggers’ balance was made up of claims on 
Philip and on the ruling House of Austria, which also had become 
a bad debtor. Both during the remainder of the 16th and 
during the 17th centuries the Spanish bankruptcies 
continued to take place, and the German rulers followed suit; 
in Spain the Fuggers lost more than 5 million guilders, with the 
German Hapsburgs several millions, and when the 30 Years’ 
War had ruined Germany, the Fuggers came to an end as a 
commercial house. They lost on the Hapsburgs, in Holland, 
Spain and Germany more than 8 million guilders. 

Meanwhile the family had been ennobled (1530) and among the 
pledges held by them were large contiguous German lands, 
which they kept to form the basis of their new family situation 
as feudal lords; in the 17th, 18th and 19th centuries we 
come across them as land-owning nobles of high rank, as 
officials and as officers. 

The Fuggers were the most powerful financiers of Central 
Germany during the century of the Reformation ; among their 
competitors were the firms of Haller and Tucker of Numberg, 
who were ruined through the bankruptcy of the German princes, 
and the Welsers , whose commercial house had some twenty 
associates; the firm farmed the silver mines near Joakimsthal, 
and was probably Master of the royal Mint (the famous 
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“ Joakimsthaler ”). France owed to them 200,000 florins and 
they were owed money by Spain, the Electors and by Poland. 
In 1620 the firm went bankrupt. In 1528 the Hochstetter family, 
through branches in Antwerp, had lent the Hapsburgs one-quarter 
million guilders ; the loan, it is true, was not supplied in money 
but in mercury, which the debtor had to sell at a loss. The firm 
made large sixths by cornering pepper, wine, corn and timber. 
It carried on business in England also, where a Hochstetter, 
who provided King Henry with a loan, was “ principal surveyor 
and master of all mines ” and a member of the “ Merchant 
Adventurers ”. 

Loan Policy of the Later Middle Ages.-— The basis of State 
loans in the Middle Ages, contracted in commercial form, was 
a partly international loan market, connected up, it is true, 
with much friction ; behind the financiers on this market there 
was no large public, but their friends and a few nobles, who 
invested the surplus income from their lands. Until the end 
of the 14th century the Jews played a leading part as 
lenders, and even though they knew how to distribute a loan 
over a large public, it was only in the 16th century that a 
more extensive circle of people was involved; in the " grand 
parti ” formed in 1553 by Henry II of France men of all ranks 
joined with their savings, in spite of the element of compulsion 
in its origin. According to our standards, the sums lent were not 
large, perhaps not even in proportion to the real expenditure 
of States, but they were enormous in proportion to that part of 
the expenditure which was supplied in cash, and wars were 
chiefly financed by the aid of loans when it was no longer possible 
to debase the currency further. Loans were not always furnished 
in honest coin, but it was stipulated that repayment should be 
effected in full-weight coins or in silver-weight; often the ruler 
was compelled to accept loans in the form of goods, supplies 
for his army, and even in goods of which he had no need and 
which he had to sell at a loss. The bond was issued to the 
principal lender for important but broken amounts; the latter 
in his turn issued single (“partial”) bonds as share certificates 
(“ reversis ”) to his partners and associates ; generally a surety 
was provided for the loan, for example, State rights and sources 
of taxation, a farming pledge proper, which was administered 
by the lender and from the returns of which he took his interest 
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and amortisation ; the loan (“ tally ”) took the form so to speak 
of an advance on expected fixed revenues ; it was in fact issued 
and sometimes quoted at as much as 50 per cent, below par. 

Loans varied greatly : they were of all kinds and involved 
all amounts in all kinds of currency and at all sorts of interest 
and terms of repayment; it was really difficult for the ruler 
to get a comprehensive view of his liabilities. During the silver 
famine especially, loans were granted under usurious terms, 
at least at 10 per cent., and that too from kings who only allowed 
their subjects to pay a half of that, and sometimes 10 per cent, 
per quarter was demanded; as the loans were short term 
loans, the prince had to add the interest, commission for 
renewal, and fines for “ tnora ”. But to usurious term there 
was a corresponding risk. The ruler undertook the reduction 
and the revision of debts, arbitrarily fixed a lower rate of interest 
than the one stipulated, and creditors were not often favoured 
by the payment of interest and amortisation when due; even 
in those cases where the lenders had assigned to them in pledge 
the State’s revenue, the assignment could be cancelled : indeed 
between 1550 and 1580 we have the repeated bankruptcies 
of Spain and France, involving the reduction of the principal 
and the compulsory extension of the period of matured loans. 
The economic basis of the State, it is true, was permanent, 
since it consisted in domains, prerogatives and licences and taxes 
on trades, consumption and circulation. But these revenues 
were insufficient and were often pledged or collected several 
years in advance, and taxes played but a relatively unimportant 
part in a budget, the revenue side of which was consequently 
inelastic. The citizens had no idea of their guaranteeing 
the debt with the whole of their taxable capacity; it was not 
the successive generations who guaranteed the debt, but only 
the individual ruler as a borrower, whose royal word had fallen 
into discredit. That is the reason why loans, which were not 
secured by pledges, had to be backed up by the guarantee of 
the successor to the throne, and wealthy subjects. Edward III 
of England even sought help from his subjects with the argument 
that, if he could not pay his Flemish creditors the sum of 
£300,000, he would have to return to Bruges and be personally 
detained as answerable for the State’s debt; when in Venice a 
citizen who left to go abroad had to provide a surety for his 



182 


THE SCOURGE OF EUROPE 


share of the State debt, when one of the Rantzaus demanded the 
arrest in Antwerp of the famous Thomas Gresham for the debt 
due by the king of England, or when in an Italian town a 
travelling member of the City “ merchant adventurers ” was 
arrested, it was as personal sureties of their State's debt that 
they were taken and because civil law conceived the State’s 
debt to be the personal debt of the king and his surety. 

Naturally kings could obtain loans on more reasonable terms, 
when the financing town concerned was situated within the 
frontiers of his kingdom, but financiers in large towns were so 
powerful that the king dared hardly make use of his full power, 
at all events at the time the loan was being raised ; at the time 
of repayment the lender came to remember to his cost that he 
was also a subject; even though the home financiers often avoided 
the compulsory loans, which otherwise fell on towns and the 
estates, they did not escape compulsory consolidations or 
reductions in interest, and they were the first victims of the 
big bankruptcies, which spread over the whole of the Middle 
Ages, culminating in the general economic collapse at the end 
of the Thirty Years’ War. 

The international markets for public loans had already become 
important before the silver famine had passed over ; but an 
international market on a large scale necessitates cash, and this 
came to hand with the great discoveries. In the sixteenth 
century silver streamed from America into Spain, whence it 
was distributed to the whole of Europe, mostly to Italy and the 
Netherlands ; this revolutionized the level of prices and doubled 
over and over again the price of cereals during a rise in prices 
continuing for about 150 years, and bearing witness of an inflation 
which differed from that caused by paper-money in that it was 
not to be displaced by a subsequent deflation ; it was this long 
period of inflation which was the basis of the commercial and 
industrial policy of Mercantilism, and which provided the 
nobility with the means of buying the peasants out of their 
property. From 1521 to 1630 the price of Paris wheat, expressed 
in grams of silver, quadrupled; in coin (livres) it was doubled 
more than twenty times over owing to the fact that the silver 
content of the livre had been so frequently reduced (in London the 
price of a quarter of wheat in 1450 was 6 J, in 1550 12, in 1600 30, 
and in 1700 40 shillings). 
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The “ Indian silver ” provided the ruler with money, but, 
thanks to inflation, at the same time with a State expenditure 
which was ever on the increase, even if in reality it had 
been unchanged; but this was not so : the absolute State 
enters with its wars between great powers, its courts and its 
money economy, at least in the field of public finance ; 
it is therefore questionable whether rulers of the 14th 
and 15th centuries, notwithstanding an empty purse, were 
not really better off than the rulers of the 16th and the 
17th centuries, with all their silver. In 1520 the total 
commercial debt of France, Spain, the Netherlands and Portugal 
already amounted to more than 10,000,000 pounds sterling of 
present day money, and this debt was contracted on an inter¬ 
national market, the centres of which were the Italian, Dutch, 
South German towns and Lyons; from that time onwards 
international State loans increase enormously in importance 
and with them the international centres of finance ; in proportion 
as the rulers' need of loans increased, so did the ability of these 
centres develop as regards the providing of loans in cash and as 
to the handling of the means of credit. 



CHAPTER XVII 


The Era of Absolutism 

Its Economy —The State is no longer the feudal, merely 
mechanically constituted society; we have laid behind us the 
transition stage, in which the important estates of the realm 
had, it is true, accepted the control of the sovereign, but in which 
they jealously sought to arrogate to themselves the rights of 
the feudal lords; in the 17th century arrives a period 
when subjects, even though they are divided into social classes, 
all are immediate and direct subjects of the crown. The State 
idea has triumphed, and the sovereign is the embodiment of 
that idea. The royal State is a coherent State, the individual 
parts of which are organically welded together in such a manner 
that no one part can be torn away without the others bleeding 
to death ; it is not nationality or language which binds the 
people together, but obedience to the State-idea represented 
by the sovereign. 

This State had important functions : it had to create a class 
of officials , humble enough at first as regards its personnel, 
(lackeys as directors of Customs and judges), but in an increasing 
degree possessed of a special training and education, and the 
leading men of which, by virtue of their special knowledge 
of Roman law, built up the idea of the State and of 
absolutism ; this class of officials was not paid in landed property 
but in cash. The other great expense was for the army : on the 
one hand the contingent of mercenary troops had become of less 
importance as by its side had arisen a real national militia, 
sometimes recruited as volunteers and sometimes pressed into 
service ; but in contrast with the free peasant-army of antiquity, 
this new nationalist militia had to receive pay, weapons and 
instruction, all provided by the State ; it did not assemble as 
a unit completely armed, ready to be incorporated in the king's 
troops as in days of old, but mercenary troops as well as militia 
must be paid, as was seen both during and after the Thirty 
Years' War : even a man such as the great Turenne would have 
betrayed King Louis and joined the ranks of the nobility (“ la 
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fronde ") if the banker Herward had not lent money to the king 
for the payment of his soldiers. The third great expense was for 
the Court : the princes of the Middle Ages had acquired a taste 
for expensive luxury, but now luxury had become a principle; 
a gigantic system of court appointments and sinecures involved 
expenditure which reached its highest point at the Court of 
" le roi soleil", and which was imitated in the palace of the 
smallest of the German princelings, who through their expenditure 
maintained their being “ by the grace of God Under 
absolutism the army became part of the court, special court 
soldiers were created as well as " crack regiments " ; without 
being a leader of soldiers, the absolute sovereign became a 
general—sometimes only a vain “ first lieutenant of the Empire," 
sometimes a narrow-minded non-commissioned officer, whose 
ideas found expression in the training of soldiers and in the 
parades of “ Corporalism ". The sovereign’s love of military 
splendour brought about wars which were often dynastically 
accentuated and which made it impossible, even for the best of 
rulers, to build up sound State finances. In the court expenses 
must be reckoned most princes’ greatest vice : the love of 
architecture , which covered the country with royal castles. The 
budget under the absolutist regime is characterized by the fact 
that one-third of the revenue was swallowed up by the army, 
one-third by the court, and one-third by the national debt. 
Add to this that we are in the period of mercantilism ; industry 
must be supported, shipping companies must be founded, 
sometimes by the treasury and sometimes by a grant from the 
royal secretariat, the true principles being falsified through 
royal caprice or court influence. Industrial policy was expensive, 
for absolutism feared to encroach on ancient rights : in some cases 
the State founded works and in others subsidised them and, 
if things went wrong, purchased them from their owners at full 
price ; it then carried them on at a loss, to finally make a present 
of them to the former owners. Thus the king was in constant 
need of money, a need which was not lessened by the fact that 
the State’s finances now depended entirely on a money-economy , 
whereas the taxpaying part of the community was still to a 
great extent dependent on economy in kind and consequently 
felt a pressure of ready-money taxation more burdensome than 
it was in reality. 
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The increase in the number of the State's functions doubled 
the amount of the budget in the course of a king's life; in spite 
of the fact that absolutism began with a new cadastral survey 
for land taxation, which was organized for the purpose of a 
regular revenue, yet the income therefrom was reduced through 
the privileges granted to the nobility and by the fact of the 
development the tendency, which arose during the price- 
revolution, whereby tax-paying peasant villages were dissolved 
and became free baronial territory. Furthermore a very 
fruitful system of indirect taxation developed, and the idea 
of royal rights was both reduced and broadened ; the absolutist 
regime avoided taxes on income as they would in reality have 
to be voted by the estates. Thus loans became unavoidable : 
they fall into three periods, the 17th century when the interest 
was high and bankruptcies frequent, the years between 1720 
and 1780 when the State’s credit was fairly good and the 
interest low, and the time between 1780 and 1820 when the 
State’s credit threatened to collapse entirely. 

Voluntary Loans. —In preference the king applied for loans 
to the home country ; only exceptionally was landed property 
given as a personal pledge ; a part of the domains was sold by 
a compulsory sale to the creditors and the remainder was 
administered by State officials. For lesser loans the prince 
applied not only to wealthy citizens, wealthy men or to 
privileged Societies, but also to the public at large: the 
type of the domestic loan was bom, sometimes a sum, often 
a broken sum, was handed to the State for the amount with 
which one was credited on the State Registers, sometimes one 
purchased a bond which was transferable although issued 
nominally. In this England and Holland took the lead. 
Special forms were invented which would attract the public 
at large, viz., combining a loan with a lottery (in France 
between 1700 and 1760, 200 million livres were issued in 
premium bonds) or with an annuity; this is both a novelty 
and a tradition. We know it in the Middle Ages in the form 
of purchase of“ rentes ", the sale of a royal revenue, the purchaser 
of which enjoyed the income until the time of its possible 
repurchase. The annuity sometimes had privileges attached 
so as to render it attractive, as for example when it was made 
non-seizable or when it was free of tax. In England annuities 
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took on a lasting importance ; in France the king paid his 
contractors or provided pensions and indemnities in the form 
of annuities and contracted tontine loans, the most important 
of which were in 1689, but the majority between 1696 and 1707 
and from 1731 to 1759 ; then the king found them too expensive 
and forbade tontines. An analysis of the French debt in 1789 
shows that half of the State’s yearly burden of interest were 
annuities. 

Voluntary loans under the absolute monarchy were based 
on a plan for amortisation which was further secured by special 
taxes set aside for interest and amortisation ; there was nothing 
new in this—State administration was never inventive. It 
was but a further development of a practice which necessity 
imposed on States ; ever since olden times revenues had been 
assigned to the benefit of the creditor ; from this there was no 
great step to morally assigning revenues, even though from a 
juridical point of view they were not given as a security for a 
loan. In the 18th century properly so-called Sinking 
Funds were created (Pitt, 1786); this was a questionable gain 
when new and larger loans were raised at a loss at the same time 
as former loans were repaid at par ; nevertheless the Sinking 
Fund helped the State in its efforts to extend the period of 
amortisation. 

Just in the same way as the modem State, the absolute 
State must have felt hampered by the short term debt and strove 
to convert it into a long term one. The absolute consolidated 
debt arose from the one-sided action of the State in compelling 
creditors to accept long-term bonds in exchange for matured 
bonds, as when Charles II undertook his “ shutting up the 
exchequer ” and thus compulsorily extended the period of 
repayment. Already in France Henry IV’s minister Sully did 
the same thing to clear the board for a sound financial policy; 
but the imperialistic policy, inaugurated after his death, destroyed 
his work; both Richelieu and Mazarin had large outstanding 
interests unpaid and increased the debt to such a point that 
Colbert was compelled to repeat Sully's bankruptcy, deduct 
from the capital the interest which had been paid and fix the 
remainder of the debt at a very low percentage. But the domestic 
commercial debt could not amount to much as the State did not 
show the same self-control towards home creditors as it did 
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to foreign creditors ; reductions were often carried into effect 
and special committees were appointed for the purpose of 
ascertaining how much the creditor had really received and then 
arbitrarily reducing the debt. Thus in 1648 Colbert instituted 
a Star-Chamber, “ Chambre de Justice ”, to ascertain whether 
certain farmers of taxes had received unjustified sums from the 
State and to g^force reductions in the debt up to the sum of 
110 million francs. Sweden and Denmark at practically the same 
time also appointed reduction-committees (Denmark in 1685). 

Compulsory Loans. —The farming system had been inherited 
from the Middle Ages : royal rights, mines. State monopolies 
and often even the Customs and Excise were farmed out, usually 
on the condition that the farmer had to give in advance one 
or two years' revenue. This system was now carried out to the 
limit, the king demanding several years' dues in advance; 
the farmer-general had thus to be a big financier ; it was difficult 
for the king to supervise his farmer's administration when the 
next moment he had to ask for new advances from the man 
in his capacity of royal creditor. The same sj^stem was in force 
for additional taxes ; the returns from these for several years 
were taken as an advance, and the lender was allowed to collect 
the taxes ; in most cases the farmer-general, who was frequently 
a man whose social position and character were mediocre, abused 
his opportunites and consequently the terms of the debt with 
these farmers became usurious, in a somewhat similar manner 
as with the army contractors. 

Absolutism commenced raising compulsory loans by nego¬ 
tiating with private individuals upon whom pressure could be 
brought, with towns and estates, and even with officials who 
received a part of their salary in bonds. Sometimes we come 
across more modem forms, and people were taxed for State 
loans according to the rules applied to a tax on capital. Such 
loans were frequent but did not yield much; the absolute 
monarchy was not a despotism and from fear of appearing 
arbitrary it granted very good terms and often repaid loan 
by handing to the creditor State properties at a very low 
valuation. One exception is seen in the loan which Mazarin 
compulsorily raised in 1644 from “ les riches et ais£s ” and on 
which the bankers advanced money in exchange for the right 
of collecting it themselves and this in a very arbitrary manner; 
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the members of the Paris parliament were exempt from this 
since their consent was necessary to the registration of the Decree 
authorising the loan; the most burdensome compulsory loans 
were those Catholic countries imposed upon the Protestants 
whom the French King often subjected to violent extortions. 
The king benefited when privileged Companies, Savings Bank 
and trustees for minors were forced to invest their liquid 
money in State funds. Just as later did the Prince Regent 
d’Orleans, Colbert instituted State Savings Banks, “ caisses 
d’emprunt ” the deposits of which he took over and replaced 
by interest-bearing “ billets de monnayes ", guaranteed from 
State revenues. The Regent paid for supplies with these 
“ billets ” ; in 1702 they were quoted at 75 per cent., the 
exchange, rue Quincampoix , distrusted them. That Germany, 
and especially Austria, which provided a series of samples 
of every financial artifice of absolutism, excelled in compulsory 
loans is obvious. In 1705 Austria imposed a levy on half 
the silver possessions of her subjects (which as a matter of 
fact was repeated a hundred years later, Prussia simultaneously 
following Austria’s example), while levies were constantly being 
made upon endowment funds, ecclesiastical lands and trustee 
funds. From 1794 to 1806 Austria imposed compulsory loans 
every year. When State authorities resort to compulsory 
loans, one may be sure that voluntary loans are either usurious 
or lottery loans : this we saw in Austria for example between 
1794 and 1806. 

The most fateful loans were those raised interest-free and 
without a definite creditor, viz., by debasement of the coinage, 
in which the precious metal was replaced by whitened copper, 
a policy which culminated in the “ Kipper and Wipper ” 
period, but which was continued during the 18th century 
and in Prussia even after 1800. The great Frederick II 
reduced the silver content of his thaler by 75 per cent, 
during the second Silesian war, but returned to an honest 
thaler when the war was over—a unique feature in monetary 
history ! Debased coin was replaced by paper money, in France 
by short-term money-orders—“ Billets de monnayes ".of which 
one quarter milliard were issued in 1716; in the middle of 
the 18th century (from 1761-70) the government of Austria 
issued “ Kassenscheine ” similar to the “ Tresorscheine ” of 
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the other German States. From 1762 these “ Scheme ” circulated 
together with the “ banco notes ” issued by the Wiener Stadt 
Bank, which were practically guaranteed by the State. From 
1713-19 Denmark had interest-bearing paper money which was 
called in and exchanged for tickets in an agricultural lottery, 
whereas at the same time Sweden had State notes which were 
called in in 171&, 6i per cent, of their nominal value being paid 
in small underweight coin and 43J per cent, in new paper money 
to be redeemed later. When Banks of Issue came into being, 
they had to provide the State with loans at a low rate of 
interest. States borrowed from the Banks of Issue against 
appropriations which like the English “ tallies ” contained 
the “ borrowing clause ” ; but the government soon learned to 
obtain advances from the banks without earmarking any 
particular revenue, and the bank obtained means by the help 
of the printing-press. Here we shall see the curious relationship 
between the national debt, paper money and licensed Companies: 
in England the Goldsmiths had to remit to the crown a floating 
debt of l£ million pounds sterling, “contracted” when 
Charles II, without asking, had appropriated money deposited 
by them in the treasury ; in return they received shares with 
“The Governor and Company of the Bank of England ”, who 
immediately set about discounting the government ” tallies ” 
(quoted at 75) and the ” Exchequer Bills ”, taken over 
at par because they served for payment of taxes. At 
approximately the same time another Company, the ” East 
India Company ”, at the time of its foundation had to lend the 
government 2 million pounds sterling at 8 per cent. Finally 
" The Company of Merchants Trading in the South Seas ” had 
to hand over their capital to the treasury and in the end 
held claims on the government to the amount of 33 million 
pounds sterling. When the “ South Sea Bubble ” burst, in the 
words of Adam Smith an example of " folly, negligence and 
profusion ”, Horace Walpole paid off its creditors, and even 
to this day the State owes the Bank of England under this head 
3£ million pounds sterling. In Denmark the State had to borrow 
from the Bank of Issue so as to obtain the means of financing 
licensed Companies and of taking over their multitude of shares. 
Almost everywhere the assets of the Bank of Issue were bonds 
of the State, and it was in a way natural that the Bank changed 
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into a State Bank with a large indemnity to the shareholders, 
the dividends to whom could always become big enough, when 
the Bank could issue notes without covering and limit. The 
State Bank and the national debt ending by being under the 
control of the same authority, notes drove minted coin out of 
circulation and brought about a high level of prices which again 
resulted in a constant budget deficit. But it was particularly 
during the last quarter of the 18th century that the whole 
world based its finances on the work of the note printing-press ; 
in many countries the note debt and the direct national debt 
kept pace with each other; during the Napoleonic Wars the 
system was pushed to the limit of absurdity. 

The Mississippi Bubble. —Wars and the Court of Louis XIV 
destroyed the effects produced by Colbert’s prudent management 
of the finances. When the “ Roi Soleil ” died, the Regent, 
Philip of Orleans, was left to face a debt which amounted 
probably to 2 milliard francs ; already in 1702 State Contractors 
were being paid in a kind of interest-bearing paper money, 
” billets ” ; between 1714 and 1716, at St. Simon’s suggestion, 
a series of compulsory compositions were resorted to : the State 
paper money—“ billets ”—were converted ; of the debt con¬ 
tracted by “ ordinances ”, by the issue of “ billets d’Etat” and by 
bonds, 297 millions were cancelled and 300 millions more were 
reduced by one-sixth. At the same time a 44 Chambre de Justice ” 
again was empowered to investigate the private accounts of 
4,400 individuals so as to see where the State had been defrauded : 
this reduction gave the treasury a revenue of 250 millions. 
But the debt was still too great, and that is why the Prince 
Regent lent a willing ear to the Scotsman John Law , an 
adventurer, distrusted in his own country and once expelled 
from Paris, when the latter submitted two memoranda on 
banks in which he suggested a privileged bank as the best means 
of reducing the national debt and of creating a superabundance 
of money. In 1716 privileges were granted to the General Bank 
which issued 1,200 shares at 5,000 francs; one-quarter of the 
share had to be paid up in cash and three-quarters in " billets 
d’Etat ”, 250 millions of which had been issued and which stood 
then at 70 per cent. The following year the notes of that bank 
were made legal tender at all public offices. As Director of the 
Bank, John Law founded the so-called " Mississippi Company ”, 
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the share-capital of which (100 million francs) could be paid up 
in short term State-debt Treasury Bills; these were to be handed 
back to the State and burned, but the State continued to pay 
interest to the Mississippi Company. Shortly afterward Law’s 
bank was made a “ Royal ” bank, which by the way was to 
purchase that part of the Mississippi shares he could not get 
rid of. In 1519 the Mississippi Company was amalgamated 
with the East Asiatic and China Company into the “ Compagnie 
des Indes Fifty millions were issued in new shares at a 
premium, and in such a manner that the shareholders could 
pay in ten instalments ; the former shareholders of the Mississippi 
Company were given the preference in taking up the shares. 
By the use of various methods, known also to-day, the subscription 
was made a success and the price of the shares rose to 150. 

The Company now took over for nine years the control of 
the Mint for a payment of 50 millions to the king, and 
consequently it issued new shares which rose from a parity of 
500 to 1,000 livres ; in order to be able to purchase one new share 
five old shares had to be held : on the one hand John Law 
held out a prospect of a dividend of at least 12 per cent, 
and on the other hand he took care that there should be enough 
money in the pockets of the public by increasing the note issue 
to 400 milhons. The Company now farmed a few taxes, including 
the tobacco monopoly, and at the same time it also lent the State 
1,500 millions at 3 per cent, to amortise part of the national debt 1 
Law now controlled the issue of notes, the tobacco monopoly, 
the colonial trade, the national debt, the Royal Mint, and he 
was a farmer of taxes. The national debt of 1,500 millions 
was called in in the following manner : the. State Bond was 
by a roundabout way exchanged for bank notes ; as these notes 
were non-interest bearing and as the State paid the Company 
only 3 per cent, for the 1,500 millions borrowed in this manner, 
the State saved money and the Company made a fine profit. 
Once more 150 million francs were issued in shares and 
the king was made a present of 50 millions in shares, while 
free shares were also given to prominent courtiers; in spite 
of everything the shares rose still more; issued at 500 francs 
they rose to 7,000 francs; indeed, one day they were 
quoted at 18,000 francs ! At the same time notes flowed from 
the royal bank. The end o*f 1719 saw a circulation of notes 
exceeding a milliard. 
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Law drew up a balance-sheet, according to which the share¬ 
holders were to receive 40 per cent., really a handsome dividend, 
but not enough when the price of the shares is considered. 
To the king and all the speculators Law was a magician who 
could work miracles. His India Company opened up branches 
in every part of the globe, his Bank and his Company excelled 
in new issues of shares in which the public were tempted to 
invest by promises of high dividends and especially by the 
hope of a rise in the price of the shares. The former shares 
were in demand, as the holding of these was a condition of the 
purchase of the new shares offered for subscription. Princes, 
lords and merchants competed to win the favour of Law, he was 
a patron of men of letters, even of those with talent, distinguished 
ladies bestowed their favours on him in return for tips or for the 
privilege of subscribing. He farmed the tax-revenues, purchased 
State domains, and in 1720 was the controller-general of the royal 
treasury. 

But the commercial houses overseas were badly managed— 
by adventurers and proteges ; revenue gave out and the share 
capital of 1 § milliards could not pay interest; in spite of the fact 
that gold and silver were called in, and that the use of precious 
metals was forbidden so as to keep the notes in circulation, 
the notes were soon at a discount against silver. Now the Royal 
Bank was merged into the India Company ; it was decided 
to call in some of the shares and to exchange them for 
banknotes, the amount of which now reached 2 milliards but 
the value of which fell to one-half their face value in silver. 
New measures were resorted to, a compulsory rate of exchange 
was placed on the notes and even on the shares, and notes 
were called in by compelling their holders to deposit a part of 
these in the bank. When people would no longer accept 
notes the other tap was turned on, and they were compulsorily 
exchanged for shares in the Company ! Now the government 
lost its head and declared notes to be no longer current. A 
Committee of Inquiry turned upon the shareholding directors 
who had become rich and upon John Law. Meanwhile the 
shares both of the Company and of the Bank fell to zero : Law 
had to flee, and his property was confiscated. 

The shares of the Company were reduced in number; it 
kept certain commercial privileges with a minimum dividend 
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guaranteed by the State. The milliards in notes were 
compulsority exchanged for 1,700 millions in “rentes” and 
annuities ; a tax on capital to the amount of 188 millions was 
levied on 44 les nouveaux riches ”, who had benefited by the fraud. 
Law’s experiment thus involved the French State in heavy 
annual liabilities. 

Law did ndPfescape criticism; the Lyons Chamber of Commerce 
protested, and in 1719 Voltaire wrote to de Genonville : “ Law, 
est-il un dieu, un fripon ou un charlatan qui s’empoisonne de 
la drogue, qu’il distribtie k tout le monde ?” 

Organization of the Capital Market. —The Thirty Years’ War, 
as regards its consequences, was more fateful than the World 
War; as so often before and since, the general public had to 
bear both the burden of the war and that of reconstruction. 
Where the Thirty Years’ War had raged, the land was desolate ; 
the mercenary troops were more dangerous to the peasantry 
when they were at rest than on the battlefields ; the worst 
period of poverty for the German peasant dates from that war. 
In exchange for what the different armies of occupation had 
pillaged in food and money there remained but valueless 
requisition notes ; the soldiers’ excuse was that they often 
received no pay. The sovereigns made use of every form of 
loan, from compulsory loans to loans on usurious terms ; but 
war-ruined Europe was unable to pay, and we had a series of 
bankruptcies which in the first place fell on the mortgagees 
of royal landed property and secondly on the international 
banking houses; the Italian towns dropped to third in rank; 
Spain continued for 300 years the bankruptcies inaugurated 
in the 16th century. Antwerp had had to abandon its 
predominating position in favour of Amsterdam, “ the new 
Jerusalem ”, and the Hague ; in spite of English jealousy these 
two towns, and with them the Seven Provinces, held their 
position, owing to the wealth of their “ hinterland ”, to the 
possession of colonies, to the overseas trade inherited from Spain, 
to their commercial relations and to the liquid capital brought 
along by the marranos who had been driven from Spain. 
Paris put Lyons in the shade, and London had become the principal 
centre for the floating of English loans. Gresham’s advice 
to his sovereign : to avoid »the foreigner and to seek loans in 
London, could now be acted upon. Bills of exchange on London 
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were known everywhere, through the English Colonial Empire 
and through the subsidies and loan subsidies which, during 
the 17th and 18th centuries, England unstintingly supplied 
to those princes who assisted her in her Continental 
wars. Frequently the person subsidized had himself to try 
and negotiate his Sterling Bills of Exchange and his Sterling 
Bonds. In nearly all the capitals more or less large financial 
houses established themselves, houses able to furnish the State 
with loans. 

The Jews, driven from Central Germany, Spain and Italy, had 
come to the towns of North Germany, such as Hamburg and to 
some of the West German towns such as Frankfort, and the Dutch 
finances were in the hands of Jews driven out of Spain. The 
history of Denmark makes us acquainted with the Dutch debt of 
the Oldenburgs ; from 1649 to 1657 Frederick III had to raise 
large loans from the Dutch marranos, Texiere, Gomez and Gabriel 
Marselis and from the Hamburger Bern (at an interest of 
6 per cent, and a commission of 2 per cent.), whilehe also borrowed 
from German barons and merchants via Kiel. These strangers 
were given as security some of the State's landed property 
which, at the time of the 1660 bankruptcy, they were compelled 
to purchase at an arbitrarily fixed figure. The Jews again come 
to the fore as large lenders to the State. From the Danish 
bankruptcy in 1660 we see that the Jews of Hamburg and 
Holland held in pledge Danish domains and other State 
revenues and that these creditors were treated with personal 
respect and even ennobled. In spite of the interdiction as regards 
the dwelling of Jews within the country's frontiers, some of them 
were permitted to take up permanent residence and many of 
these took service under the State as financial agents. Louis XIV 
and Louis XV employed Samuel Bernard after whom the French 
“ billets de monnayes ” were called “ Bemardins ”, and, as 
was the case with his enemies, the French army contractors 
were also Jews. In Germany arose a Jewish aristocracy— 
” die Hofjuden ”—a combination of royal agent and consul, 
whose position is indicated by the fact that they sometimes 
received armorial bearings; even in Prussia we see the Grand 
Elector take into his confidence the Jew courtier Gomperz, 
and a number of Austrian families of the financial aristocracy 
of our day have their origin in the court Jews of the 18th 
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century, such as for example the Oppenheimers. In England 
Cromwell called in the Jews, among whom Carvajal was 
his most favoured lender and army contractor; but the 
Jews were also supporters of the Restoration and advanced 
money to Charles II on anticipated revenue and transferred 
and advanced money on the dowry which Catherine of Braganza 
brought to her husband King Charles ; besides du Sylva there 
were numerous marranos whom the transfer of this dowry 
continually brought to London ; but again Jews helped to 
bring about the fall of the Stuarts : William III of England 
built up his national debt with the help of Jewish firms such as 
the Machados, the Belmontes and Suassos ; the latter lent 
two million guilders to King William at one time. Gideon the 
Jew, “ the pillar of State credit ”, lent Walpole’s ministry 
If million pounds sterling and restored the finances which had 
suffered from the effects of the South Sea Bubble. In the middle 
of the 18 th century it was the Dutch Jews and the Jews 
of Hamburg whose firms negotiated the enormous loans raised 
by States ; these ftrms were handed down from father to son. 
It is possible that, in proportion to the extent of the loan market, 
this Jewish high-finance was of greater importance than it is 
to-day ; that its power is greater to-day is however due to the 
fact that the amount of the debt has increased, that credit 
now plays quite another part and that industry is controlled by 
Limited Companies and not by individuals. By the side of the 
Jewish houses men belonging to certain Protestant creeds also 
came to the fore in high-finance such as the Calvinists, Puritans 
and Huguenots; Max Weber and Schultze-G'dvernitz as well as 
Sombart have drawn attention to the leaning of certain religious 
creeds towards finance, especially those which had a rationalistic 
nature similar to that of the Jewish religion. (Brentano and 
Sombart disagree on the question of the causes of the displacement 
of the money-market and the Jewish migrations; according 
to the latter trade follows Israel and according to the former 
Israel follows trade and the possibilities of gain.) 

The banking houses under the absolutist regime were private 
businesses or simple partnerships, which secured money through 
sleeping partners and those who placed sums with them on 
deposit; there were no banks but there were banking houses, 
handed down from father to son through generations, with 
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cash at their disposal and, what was more important, a system 
of credit which multiplied the power of their money. A glance 
through the list of Denmark’s creditors between 1760 and 1810 
shows us for example in Holland firms such as those of Smet's 
Widow, Ter Bock , Dull and Sons , Simon and Abraham Boas, 
in Brabant de Bie and Nagel , in Switzerland Beuther (who among 
others provided the sums needed for the orphanage of the 
Bernese Republic), in Germany the brothers Bethmann , who also 
supplied funds to the Elector of Hessen-Cassel, Meyer and David 
of Hanover, Averkoff and Ruppel at Frankfort (one of his loans 
to Denmark was in full-weight pistoles). About 1800 the 
Rothschilds predominate ; we also find the Genoese house of 
Sigilio (from 1770 to 1814), who had granted Denmark a loan of 
20 million liras which was extended over and over again. 
The rate of interest was now relatively low, between 3 and 6 per 
cent., under the pressure of the maximum rate of interest in 
force in all countries (about the year 1700 England even introduced 
a maximum rate of 5 per cent, which held good for 100 years) 
but chiefly because loan-risk was on the decrease : the security 
which the merchants of the Middle Ages had to provide for 
themselves by creating their own code and tribunal and which 
were lenient towards individuals but hard on capital, was now 
provided by the State. The sovereign recognized the pledges 
of his predecessors, the debt became the permanent national 
debt and no longer was the personal debt of the sovereign ; 
we even have examples where the sovereigns by the grace of 
God of the absolutist regime deigned to come under the 
jurisdiction of the lender’s domicile ! William III of England 
had in part continued the desperate financial policy of the 
last two Stuarts; he had mixed up the money belonging 
to the Licensed Companies with that of the Treasury 
and he had been compelled to pledge anticipated revenues 
at a loss on the exchange of 25 per cent, even though 
they brought in an interest of 12 per cent. After the Peace of 
Utrecht in 1713 the national debt had increased to the amount 
of 54 million pounds sterling; it had doubled five times over 
during the past twelve years ; but now the picture changed: 
in 1714 the interest was compulsorily reduced from 6 to 5 per cent, 
and this was voluntarily converted ten years later to 4 per cent. ; 
in fact Walpole could issue bonds at 3 per cent, which in 1736 



198 


THE SCOURGE OF EUROPE 


stood well over par. England had instituted a trustworthy 
financial policy, had set aside the so-called “ aggregated funds ” 
to which was attributed yearly a fixed revenue, and in spite of 
a war in 1747 had reduced the national debt to 47 million 
pounds sterling ; the government could now convert at 3 per cent, 
and in this manner was laid the basis of the 3 per cent. 
“ Consols 

However, the interest was often increased, in that the borrower 
received the loan in underweight coin but had to repay in good 
coin. In most cases it is specifically stipulated: repayment 
shall be effected in ducats or in gold louis, or in the case of silver 
loans in guilders or thalers—German courant thaler or the 
convention thaler accepted in Austria—or in specie at 9£ pieces 
to the Cologne mark. By a loan raised at the end of the 18th 
century the guilders were for example defined as “at the rate 
of 20 guilders ", that is to say the number of guilders to the 
silver mark ; if the lender is an army contractor he arranges 
to be well paid ; add to this that short-term repayments and 
quick amortisation often necessitated 2 to 8 per cent, in 
commission for renewal besides “ dons gratuits ” to the various 
intermediaries involved in the renewal of the loan. The State, 
however, also contracts long-term loans, not only the consolidated 
loans but also smaller ones ; for example in 1785 Denmark 
borrowed 5J million guilders repayable in twenty-eight years. 
Further as part payment of the loan the State often had to accept 
as cash previously issued but non-matured bonds (for example 
for the Danish loan with the Rothschilds in 1806). To this must 
be added prizes at drawings and “ discounts ”, normally 
between 5 and 2 per cent., but about 1800 up to 20 per cent, (a 
Danish loan in 1807 renewed with Dull and Sons). At that time 
Denmark was again at war with England and, for very small 
loans, had to pay up to 15 per cent, in interest. A general 
bond was always issued to the firm which negotiated the loan, 
but the State itself issued partial bonds, often in round sums 
which the Banking House could distribute among the ever- 
increasing circle of citizens who recognized in the State security 
a good investment. The bond was issued to a named holder ; 
only in the 18th century does the printed bond come into 
general use; it is transferable and easily negotiable. The 
bearer bond originated in Holland as a bond with the name 



THE ERA OF ABSOLUTISM 


199 


in blank; from there it went via Germany to Austria, where 
we find it in the form also known in the present day, the bond 
being drafted in a definite name but the interest coupon made 
out to bearer (1761). The loans once having been negotiated, 
the Banking House generally offered the bonds for subscription 
at the State's risk. The House administered the loans it 
negotiated, receiving in one lot the amounts due as interest 
and amortisation, and distributing the sum among the sub¬ 
scribers to the loan. 

The technique of finance had now developed, as almost 
everywhere in the 17th century there existed a regular 
quotation both for State bonds and shares of the Licensed 
Companies; an international bond-market came into being; 
in 1763, forty-four listed securities were negotiated on the 
Amsterdam Exchange; forty years later there were 110. 
Speculation and stock-jobbing soon laid hold of the Licensed 
Companies' shares ; we see this on a large scale in the English 
South Sea Bubble, the French Mississippi fraud, and on a smaller 
scale with the shares in the English, Dutch and Danish-Asiatic 
Companies. This speculation involves the State which is itself 
a shareholder and ends by taking on itself the losses. When 
public bonds were made objects for speculation, the reason lay 
partly in the fact that the State’s credit was a rather fluctuating 
quantity and partly in the fact that there existed both in 
Amsterdam and London so-called stock-jobbers who promised to 
purchase at a certain date and at a premium the bonds taken up by 
the public : in countries whose credit was sound this was to the 
advantage of the State because—as says a contemporary—this 
attracted not only those who wished but also those who did not 
wish to permanently acquire State bonds and annuities. Rumours 
of war or the death of a sovereign could bring about a fall in 
the value of State bonds, as did the rumour of the death of 
Queen Anne of England, which made a rich man of 
Manasseh Lopez, who had purchased on the slide the depreciated 
bonds ; he thus gained both the thanks of the government 
and an enormous profit; France has offered a parallel 175 
years later during the Bontoux crisis, when Rothschild bought 
up the French State bonds at their lowest point and thus checked 
the crisis. 
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Public Debt in the Eighteenth Century. —During this century 
the loans raised on the international market constituted in most 
cases half of the national debt; they were often secured by the 
assignment of certain revenues that would be applied to the 
amortisation of the loan and the payment of the interest thereon; 
sometimes the creditor had a mortgagee’s right, strengthened by a 
right of supervision. As regards foreign loans—in contrast with 
what was tfie case in the 15th and 16th centuries—the 
sovereign rarely effected reductions or went bankrupt; the 
international credit of States between 1720 and 1780 was rather 
good; but the repayment was only effected by sums obtained 
by means of new and greater loans and by the process of renewal; 
a debt based on bills of exchange, was renewed as loans lor 
a period of from two to five years. 

In the last quarter of the 18th century Continental 
Europe saw her credit vanish ; again she had to provide surety 
to obtain loans at all; Denmark for example gave as mortgages 
the salt tax, the excise, and various supplementary taxes, which 
were imposed at the same time as the loan was contracted, taxes 
on titles and even the Customs, and that in such a way that 
the matured coupons could be tendered in payment of Customs 
duty (a Danish loan raised in Holland in 1765 renewed for 
several periods of five years with a “ discount ” to the lender). 
The most curious thing was in the 18th century and 
in the first decade of the 19th to see the king revert to 
the usage of the Middle Ages of allowing wealthy subjects, whose 
credit was good, to contract loans in their own name, but in 
such a manner that through them the king obtained the yield 
of the loan (a kind of undertaking a guarantee against receipt 
of a commission), in Denmark the Asiatic Company in this way 
raised loans for the king (the last one in 1807). On the other hand 
the government often had to guarantee Licensed Companies’ 
debt. One of the Danish loans renewed in 1807 can be traced 
as originally contracted by the “ Guinea Company ”, a loan for 
which the king took over the responsibility. 

In the 16th century one or two million guilders was a large 
sum to borrow; the great Spanish bankruptcies, however, 
involved 60 million guilders; those figures were to be 
multiplied many times in the 18th century. From 1702 
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to 1747 England's debt grew from 16 to 47 million pounds, 
and in 1776 to 137 million pounds sterling, to become 240 millions 
ten years later. During the American Rebellion England was 
obliged to acquiesce in a course of issue of 66 for a 3 per cent. loan. 
True, England had the consolation that although her annual 
interest-burden was the same as that of France (about 100 millions 
in 1786), English State bonds were quoted at a much higher 
figure than those of her enemy. The same growth of the debt 
was shown by Central Europe : besides a series of compulsory 
loans, premium bonds and short-term usurious loans, Austria 
issued simultaneously treasury paper money and inconvertible 
banknotes. The government of Denmark secured funds by means 
of State loans and by compelling the State bank to place banknotes 
at its disposal. France, however, was in the worst position : 
in 1770 no one could be persuaded to become Chancellor, 
until finally a man was found in the Abbe Terr ay who 
started by compulsorily reducing the debt, cancelling half 
the interest due, and extracting compulsory loans from the 
clergy, the tax-farmers, the Order of the Holy Ghost, and 
the provinces. But the expenditure of the court grew like an 
hurricane. Turgot tried to reduce the court extravagance 
and the many State pensions and sinecure salaries, with the 
result that the court camarilla became embittered against him 
and persuaded Marie Antoinette to bring about his fall. That 
extremely clever banker and equally short-sighted director 
of finances, Necker, would only balance accounts by means of a 
loan policy, which is characterized as " l'emprunt k jet contenu '' ; 
in his “ compte rendu '' he boasts that he can obtain loans and 
thus avoid taxes. But the, source of the loans dried up and he 
would not resort to compulsory loans. In his “ l'administ ration 
des finances de la France ” he calculates the State's burden 
of interest for 1783 (including annuities) at 207 million francs, 
capitalized at 3£ milliards—twice as much as eighty years 
previously. These 207 millions formed a third of the budget, 
army and navy accounted for another third, and the remainder 
went towards the civil expenditure—which was mostly that of 
the court. I omitted to say that in this was included the sum 
of 2\ million francs for poor children and the sick ! Before the 
fall of the Bastile, however, the debt was to grow to 4 milliards— 
160 francs per head of the population at a time when only few 
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of the king's subjects had an income of 300 francs a year! 
The French revolution confirms the lesson of history, that 
a nation may long be misgoverned, if only the State finances 
are in order. Had the queen spared Turgot’s portfolio, shewould 
have saved her husband’s neck; for the time arrives when all 
the financial artifices become insufficient, and then comes 
Ragnarok—the revolution and its bloody wars. 



CHAPTER XVIII 


The Era of Napoleon 

In the Sign of Mars. —According to its happenings, a century 
always extends over a period shorter or longer than one hundred 
years; the 19th century commenced with the great revolution 
and ended with the outbreak of the great war. The big wars 
issuing from the revolution were carried on with the help of 
loans and inflation. These loans were contracted on the inter¬ 
national capital market as short term loans ; they were renewed 
at a constantly increasing rate of interest and supplemented 
by home loans, simply usurious loans, in which, in spite of 
the high rate of interest and below-par issue, the creditor was 
the loser because inflation daily rendered money and money 
claims valueless and because, whereas to foreign creditors 
only a compulsory moratorium was offered, home creditors had 
to submit to compulsory settlements. But the unredeemable 
banknote and paper money were the comer stones of 
finance and this brought about an excess of these media of 
exchange which, through the channel of the State expenditure, 
were distributed among the population. Whether owned by 
the State or by joint stock companies the Banks of Issue were 
defenceless against the State's requirements, and they were 
compelled to become docile instruments in an economic policy, 
the consequence of which was a cruel famine. 

We may perhaps calculate the cost to Europe of the Napo¬ 
leonic Wars to between 2 and 3 thousand million pounds sterling 
when we realise that England estimated her expenditure at 
700 million pounds sterling. Partly during the war and partly 
afterwards many States had to go into a bankruptcy, which 
not only involved their bond-debt but also the note-debt of 
the national banks; of this bankruptcy we have in Denmark 
an example of a pure type, to be described in the Appendix. 

Inflation now gave place to a deflation, during which the 
decreasing level of prices and a lack of real capital brought about 
a reduction in wages and an increase in unemployment and the 
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result was for the working-classes the darkest hours they had 
ever known. Deflation caused bankruptcies in the country 
no less than in the towns; for Europe this was fortunate, for 
a new class of entrepreneurs arose which, after having purchased 
the land at a ridiculously low figure and not being in debt, 
could afford, when the bottom of the crisis was passed, to 
make technical experiments. 

The Pouncf iNote. —In England the State loans in the period 
from 1790 to 1816 were not only bond-debts but also bill-loans 
and a number of “ advances ”, from the Bank of England, 
which procured funds by means of forcing the note issue; in 1792 
the total issue reached 11 million pounds with a metal reserve 
of 5i millions. Without the revenues being increased the State’s 
expenditure in 1792-94 doubled; in 1797 the expenditure 
had more than tripled, and in 1813 and 1814 it was more than 
six times as high as in 1790, whilst the revenues were not even 
quadrupled ; the official budget deficit from 1790 to 1816 
totalled 440 million pounds sterling. In 1793 parliament 
gave authority to the government to obtain unlimited loans, 
free of interest, from the bank, which having resisted the crisis 
of 1792, now was weakened by the government’s drawings : 
from a quarter million pounds in 1789 the sum of 10 millions 
had by this time been reached, and in 1797 12 millions, almost 
corresponding to the quantity of notes in circulation. The State 
had not only demanded loans in notes but also in metal: in 
keeping with her traditional policy England had in the middle of 
the ’nineties in loans or subsidies granted her allies 11 million 
pounds, a part of which was in bullion. The Bank of England 
thus found it more and more difficult to accommodate merchants 
and provincial banks and at last persuaded the government 
to suspend the obligation to redeem the notes (the Bank 
Restriction of 1797). The State accepted the unredeemable 
banknotes at par; they were not, it is true, legal tender, but 
those who accepted them in payment had no further claim. 
This, together with the calling in of the one-pound notes and 
with the promise that all who deposited at least 500 pounds 
sterling in the bank would be able to get three-quarters of 
this in specie, and also a duly kept promise to reduce the State 
debt to the bank together with the embargo on gold export 
was sufficient to keep the note at par. 
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In 1808 a commercial boom had set in; the bank could 
not raise its discount rate beyond 5 per cent, without violating 
the Interest Restriction Act of Queen Anne, still in force, 
and the State again drew heavily on the bank: in 1799 
the note circulation lay between 13 and 13J millions, 
with a metal reserve of 7 millions; in 1802 the average 
circulation was 16 millions; and for 1810-12 the average 
was 23 millions, with a metal reserve of between 3 and 
3£ millions. The note was bound to be at discount; one 
pound sterling should be the same as 123J grains, but 
already in 1809 it was only 107 and in 1813 87£ grains. Lord 
Stanhope’s Act of 1811 was aimed at preventing the fall in 
the rate of the note, not directly by a compulsory rate but by 
making it illegal to demand agio for gold coins, which led to 
the melting down of the coin. 

Was it the gold that had appreciated or was it sterling 
that had depreciated ? This was the strange question the 
Bullion Committee of 1810 set itself to answer. The Com¬ 
mittee drew up what a member called “ a true doctrine ”, 
which Edwin Cannan summarises as follows: “ When a 
paper currency originally founded on and convertible (redeem¬ 
able) into coin has become inconvertible, it can only be kept 
up to its proper value by a limitation of its quantity based 
on observation of the price of bullion (gold in bars) and the 
foreign exchanges ”. The Committee proposed to make the 
note redeemable again, but its proposal was not accepted; 
on the contrary the note circulation, which in 1815 had attained 
the figure of 21\ millions with a metal reserve of only 2 millions, 
rose, while at the same time the provincial banks had flooded 
the country with 30 millions in their notes. Peace, however, 
altered the situation and the deflation crisis set in, which first 
affected a number of the provincial note-issuing banks and next 
brought about an economic depression which lasted from 1816 
to 1821. In 1819 it was decided that if bullion should be 
demanded, the bank should give it, but it should be entitled to 
take an agio of 3s. 1 \d. per ounce of gold, to be gradually 
reduced and to be abolished from May, 1821; at the same 
time the State repaid 10 million pounds to the bank. 
In the autumn of 1821 the note circulation had contracted 
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to 20J millions and the metal fund had grown to llj, 
or 8 millions moje than when the Conversion Act was passed. 
It had proved that the obligation to convert had not involved 
the exhaustion of the metal reserve. 

The Assignats. —The French Revolution had to face a national 
debt of 4,000 million francs, but found means for amortisation in 
the confiscations from the churches and later on from the 
emigrants; mortgage bonds were issued, assignats , which 
the State gave to its creditors in order to enable them to buy 
the confiscated and other domains, the value of which was 
3| milliards. But as early as 1790 the assignats had become 
actual paper money, used for the purpose of meeting current 
expenditure (for when a government relies on confiscation, 
the taxes fail), and also to cover the emergency money issued 
by the municipalities. In 1790 assignats were issued for 25 
sous, and then their quantity totalled almost half-a-milliard 
francs; the next year the figure had doubled, and then it 
advanced rapidly. In 1790 the franc rate of the assignats 
was 89 centimes, in 1793 52 c., in 1795 \ c., and in 1796 £ c., 
after which they became worthless. This time, too, the national 
assembly tried a compulsory rate, but even the most severe 
punishment for economic transgressions shows that people 
put a higher value on money than on their lives—at any rate 
up to the last moment. The proceeds of the compulsory loan 
in 1792 made it possible for a time to limit the number of 
assignats, but next year there was already a note circulation 
of 6£ milliards. In 1795 the figure of 22 was reached, to be 
doubled within a year. 

But apart from this, the national debt proper was increased, 
among other things by a compulsory loan of 1,000 million 
francs, which however only brought in 300 millions. In 1793 
the national assembly ordered all State creditors, under pain 
of loss of property and life, to appear and have their claims 
registered in “ le grand livre The debt was consolidated 
and made uniform at perpetual interest and reduced to 6§ 
milliards. Until February, 1796, the interest was paid with 
assignats, but one franc silver was reckoned as equal to 10 
assignats, which did not correspond to the actual rate at all. 
In July, 1796, the assignats were called in, and the 45 milliards 
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were reduced and converted with lj milliard “Mandats”. 
The State had now come into possession of a number of these, 
as both farmers and the new bourgeoisie had bought farms 
and property with them and in this manner had acquired the 
peculiar political mentality which has later characterised the 
bourgeoisie of all the world: revolutionary and irreverent 
towards the past, represented by the legitimate owners, the 
nobility and the Church, but conservative as to the future, 
represented by the unpropertied classes who would be 
glad to acquire land and wealth on the same terms. In 1797 
the mandats were cancelled; the interest on the national debt 
then involved a sum of 258 millions—an amount which was beyond 
the capacity of the Republic ; two-thirds of this were capitalised 
and paid out in assignments on State domains. To those who 
were poor or unfitted to buy land, these assignments were 
worthless and for a song they came into the hands, 
of speculators, who in this manner obtained cheap land. The 
other third of the national debt was re-entered in the Big Book 
as a perpetual interest charge—the great " Bankruptcy of 
the two-thirds/' 

Only a fraction of the mandats and domain assignments were 
presented; the others had been thrown away ; in the end they 
were only accepted by public offices at the value of the market 
rate. 45 milliards in assignats had been converted into 2\ 
milliards in mandats, the exchange value of which sank to 
l million ! 

From 1793-99 three compulsory loans were made, the first 
based upon income ; those who had presented their assignats 
for conversion by entry in the national debt book escaped. In 
1795 the population was assessed for loans; the loan of 1799 
was assessed progressively according to income, but was 
cancelled by Napoleon as inconvenient. 

Even while Consul he brought the budget to balance and 
made the debts uniform ; after having bought them up at 
varying rates he converted and consolidated them ; thus the 
Empire was able to start off with a debt of only 2 milliards. 
But he had not the confidence of “ high finance ” ; as he could 
not—apart from floating debt negotiated by French and Swiss 
bankers, for instance from the husband of Mme. Recamier— 
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obtain favourable long-term loans—French Consols were at 
53 while the English were at 70—he declared that “ de mon 
vivant je n'emettrai aucun papier ”, neither bonds nor paper 
money; the note monopoly was transferred to the Banque 
de France which had been established in 1800. On the other 
hand he levied contributions and compulsory loans in occupied 
enemy countries, which provided the allies with the basis for a 
claim of 70CTrnillion francs in indemnity, to which was added 
400 milhons which the allies demanded in 1815 to meet the 
expense of their occupation of France. 

The Continental Bankruptcies.— From 1794 to 1810 there 
were in Austria compulsory loans, lottery loans and premium 
loans almost every year; but the most interesting is Austria's 
paper money, the history of which extends from 1761 to 1867. 

In the 18th century Austria issued interest-bearing “ kassen- 
scheine ” with a fixed rate; they could in part be used for 
the payment of State taxes. In 1762 the Vienna Stadtbank, 
which was actually owned by the State, issued “ banco notes 
The Napoleonic wars were accompanied by suspension of 
the rcdeemability (in 1796), with the consequence that the 
silver florin was displaced and melted down. The State made 
an attempt to reduce the note circulation by allowing the people 
to receive 5 per cent. State bonds in return for 130 per cent, 
of the under-rated notes; the State would not admit that 
the notes had lost in value : the fixed rate as to silver was 
maintained and in 1809 a " Tilgungsfond ” was established 
(supported by a 10 per cent, capital tax) to redeem the milliard 
guilder notes in circulation. But as early as 1811 the great 
bankruptcy was inevitable, amortisation had to be abandoned 
and the interest on the debt reduced, whilst the banco 
notes were reduced to one-fifth of their nominal value and 
thereafter exchanged for new paper money (“ Wiener- 
Wahrung ”), which had a fixed rate and was backed by ex¬ 
propriated Church lands. As in Denmark the government drew 
upon future State revenues and issued “ Anticipationscheine”, 
again to be replaced by notes. 

In 1816 was established the privileged National Bank, 
which redeemed the “ Wiener-Wahrung ” notes with real 
banknotes, the State becoming debtor to the bank for 
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the amount thus redeemed. To back up this redemption 
an amortisation fund was established to which was placed 
one per cent, of the principal of the debt. 

In 1867 168 millions had actually been accumulated, but 
the national debt had grown to much more. In 1848 the 
National Bank had completed the redeeming of the “ Wiener- 
Wahrungscheine”, only to supplement them by an ocean 
of non-convertible banknotes, covered by the bank’s claims on 
the State. 

Along with Hungary, Austria issued paper-money proper; 
the National Bank finally had to redeem State notes to the 
amount of 150 millions. From now onwards we observe a 
strange zigzag course : at times the banknotes are redeemable 
and at other times they are not, and into the bargain 
they must be taken at a fixed rate ; sometimes it is the 
bank and sometimes the State which issues the notes; 
every time it is possible to put the national currency in 
order, a war (with Italy or with Prussia) postpones the 
reform. 

Even Prussia came under the curse of paper-money : among 
the Brandenburg electors and Prussian kings there were 
luxury-loving imitators of Ludwig XIV and old-fashioned 
soldier kings like Frederick the Great’s father, who left his 
son a treasury of more than 12 million thalers in money and 
silver plate. King Frederick was a good manager himself: 
in the first Selician war he only spent his inheritance, and 
the third he was able to start on a treasury of 14 million thalers. 
However, he also resorted to levies in enemy countries and 
debasement of the coinage. But despite the Bavarian war 
of succession, which cost him directly 18 million thalers, he 
was still able to leave 55 millions to his successor. Prussia’s 
finance policy from 1790 to 1815 resembled that of Denmark 
and Austria with lottery loans, annuity debts, levies on officials 
and contractors, tightly strained as Prussia was. In 1806 
Prussia had to pay Napoleon 150 million silver francs in in¬ 
demnities, raised by a series of compulsory loans—18 million 
thalers in money besides a levy on the silver plate of private 
persons,—as well as by debasing the coinage to a quarter of 
its value. 
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After Waterloo the debt was 180 million marks; but now 
France had to pay indemnities which, together with the 
English subsidies and the sale of domains, enabled Prussia 
to repay the Prussian Bank; in 1820 her national debt was 
650 millions, including the tresorscheine in circulation. 



CHAPTER XIX 


The Liberal Regime 

The Period of the Census-Parliaments.— It was a ruined 

Europe, bankrupt States and populations little able to pay 
taxes which were represented by the sovereigns at the Congress 
of Vienna with a splendour which contrasted strangely with 
the poverty of the nations. Everywhere the national economy 
was shaken by bankruptcies followed by deflation crises of 
revolutionary violence. New social classes sprang up and 
inherited capital disappeared. 

It was a bourgeoisie, cast up on the whirlpool of the economic 
revolution, and expressed by the census-parliament, which 
governed Europe after the great wars; a bourgeoisie had 
come into being which, it is true, despised manual labour,— 
narrow-minded, selfish, but neither extravagant nor spend¬ 
thrift, a bourgeoisie bearing the stamp of a poverty-stricken 
epoch, in which the wealthy citizens of the great towns dis¬ 
covered the nearest park as a suitable and cheap place of 
recreation, to be reached on foot, a bourgeoisie which economically 
scraped together capital, produced from the surplus of the year's 
income and not from unearned increments of the value of real 
estate or shares, moderate in its demands on life and with even time 
to read, and in most respects superior to that of the 20th century 
as also to its predecessors, the “ jeunesse doree ” of the Revolu¬ 
tion period and war inflation. Economically it carried out 
its historic task : that of creating the capital necessary to 
technical progress both in agriculture and industry. It enforced 
its views on the State : economy, order, the necessity of balancing 
revenue and expenditure and of regularly amortising the 
National Debt reduced after the bankruptcies. 

The State expenditure was reduced : the Court expenses 
became a fixed “ Civil List Military expenditures were kept 
within the limit, for during a whole generation the will “ not 
to war ” prevailed ; finally the subsidies to industrial establish¬ 
ments were done away with. Nevertheless in two other 
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directions expenditure increased, for education and the develop¬ 
ment of officialdom; during this period came into being the 
modem trained bureaucracy, contrasting with that of 
the 18th century not only in training but in honesty. And 
even though the State was to be a “ Night-watchman-State ” 
it took up its tasks with greater efficiency than did Absolutism 
which meddlgjJ. in everything and yet had so little influence. 

The time of the Congress of Vienna was the time of the great 
bankruptcies ; the ready-money which had to be procured 
was obtained on usurious terms; but already the twenties wit¬ 
nessed a series of consolidations, often attended by conversions, 
some of which were successful. The rate of saving increased, 
there was a certain restraint in demand on the money market 
and the rate of interest fell with the falling level of prices; 
to this must be added that the will to be honest on the part 
of States now inspired the money market with confidence ; 
both conversions and the contracting of new loans succeeded 
and at a low rate of interest ; it is true that the exchange rate 
fluctuated a great deal, the regularly recurring international 
credit crises having set in and we have for example in Denmark 
an instance of such a sudden fluctuation in the money market 
that a loan, arranged under the most favourable auspices, 
yielded a loss of 33 per cent, at the time of its distribution. The 
Sinking Fund system was replaced by drawings according 
to contract, whose terms were adhered to. The States' improved 
credit was revealed in the fact that amortisation could be spread 
over thirty years and that premium, lottery and annuity loans 
were abandoned; the debt was simplified, unified and con¬ 
solidated so that loans could filter down to a large public ; 
the statesman was now reasonably acquainted with Ricardo’s 
theories and was neither a dreamer nor a swindler. Consolidations 
went hand in hand with amortisation. 

Bonds were now issued as partial bonds for small round 
sums; bearer securities became common; sometimes the 
loan was to be subscribed direct and was offered through the 
medium of the National Bank or through the public offices ; 
but usually the loan was negotiated through international 
banking houses with whom national bankers now collaborated; 
4 the negotiating firm only exceptionally took the risk of dis¬ 
tributing the loan. Inteftiational houses were more rarely 
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organised as Limited Companies, but owing to the extent of 
their international relationships the large firms in Frankfort, 
Hamburg, Amsterdam and London were very powerful. 

The 19th century saw the big Jewish Banking Houses of 
the 18th century take on a world importance ; families such 
as the Pereires and the Rothschilds became the lords of the 
universe ; the latter were the big State lenders during the 
period of financial chaos ; nearly all the loans which for example 
Denmark about 1800 raised in Hamburg, Cassel and Frankfort 
were contracted with the Rothschilds at Frankfort, even though 
it was affiliated firms such as Lawaetz , Bethmann and Israel 
Dehn who officially negotiated the loan. The firm demanded 
and received large reductions (below-par) and in some cases 
premiums at drawings and even guarantees from the king's 
Holstein revenues. The Rothschilds came out well from the 
crises of 1815-20, and their powerful position is made evident 
by the fact that from 1818 to 1830 they issued more than 300 
million guilders in public loans or more than the Amsterdam 
Exchange from its foundation until 1790. From their 
headquarters at Frankfort the Rothschilds spread to all 
the capitals of the world and created and monopolised 
an international bond market. After 1820 indeed it was 
the Paris house which took the lead and was powerful 
enough to float State loans which could not be effected by 
English firms. A finance minister who could not come to 
terms with the Rothschilds had better resign ; the firm was 
better placed than others for the sale to the public of the 
State bonds it had taken up—it anticipated the modem Exchange 
technique and could manipulate the Exchange and create 
a demand for the securities it wished to sell. The other large 
sphere of action for the Rothschilds was in Railway stocks 
and shares ; the firm itself built railways or farmed the State 
Railways in Austria, Spain and France; wherever the State 
had to have a hand in railway policy it had to come to terms 
with a Rothschild acting as the representative of private 
capital. 

The Waxs after 1848. —It was a healthy and solvent Europe 
which in 1848 threw open the doors of the temple of Janus 
and again took recourse to the loan market: the English 
Colonial conquests, the revolutions of 1848 and their ramifica- 
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tions, and the Crimean War which inaugurated that series of 
great struggles which ended in the splitting up of Turkey and the 
alliance between Italy and Prussia were world wars and involved 
great expenditure even for the neutral States which had ever 
to be ready to intervene. From being the Sovereign's State 
the State had become a National , Civic State which in its 
collective aim* was no less warlike than the Absolute State. 
At the same time came the railroads, the main railroads of 
Europe were completed by 1890, those of America 10 years 
later; most of these main lines were financed directly or in¬ 
directly by the State. But wars now ended with peace, not 
of justice but of force, which bore in itself the germs of new 
wars ; the outcome of the Franco-German war was the armed 
peace; after 1880 the nations competed for the colonies 
necessitating an increase in naval and military armaments ; 
and military technique has developed in such a manner that, 
like industry, it needs a large amount of fixed capital; with 
the Spanish-Americau War Europe fell again into a permanent 
state of war, culminating in the World War. Armed peace 
was maintained by means of loans ; by adding up the extra¬ 
ordinary expenditure for military purposes between 1870 and 
1914, we can find almost everywhere a sum corresponding to 
the increase in the national debt. Every time an Army 
Corps has to be added, a fortress to be built, a type of rifle 
or gun to be changed, a warship to be launched, we im¬ 
mediately face a loan. Armed peace is backed up by 
the heavy industry but also by mobile capital which hails a 
situation affording possibilities for investment at a higher 
rate of interest. If armed peace had had to be maintained 
by means of taxation and not by means of loans, the preparation 
for the war could scarcely have been carried to the breaking 
point. 

About 1900 State expenditure was increased by the amount 
of the social expenses ; in Ireland and in Central Europe State- 
aided small holdings were created, legislation was passed in 
the interests of small farmers and the privileges of the landed 
nobility were commuted by the aid of State grants. The 
growing social and political power of the working-man 
necessitated a policy of doles and extensive subsidies were 
granted to further production. In any event parliamentarism 
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is expensive; classes and municipalities fought to obtain as 
much as possible from the common treasury without caring 
whether, from a social point of view, the sacrifice and the utility 
of the expenditure were in the right proportion to one another: 
a Danish railway line without freight and passengers and that 
American post and telegraph office which was voted for a town 
that had neither railway nor telegraphic lines, are typical. 

The Growth o! Loans and Conversions.— Under these con¬ 
ditions the national debt more than doubled from 1850 to 
1880, again from 1880 to 1900 ; from 1900 to 1914 the European 
States’ debts increased from 5 to 8 milliard pounds sterling. From 
1893 to 1913 by England, France and Germany alone, for the 
State, municipalities and colonies, loans were offered for sub¬ 
scription to an amount exceeding 40 milliard gold francs. 

After 1850 the note-bank was surrounded by competitors, 
some banking houses became stock-brokers, others developed 
into industrial and commercial banks, who gradually 
changed their functions, becoming creators of and dealers in 
credit, and this at the same time as the gold discoveries toward 
the end of the forties augmented the stock of gold in Europe ; 
we shall now have to deal in larger figures, both as regards 
State expenditure and debt. The frequent and ever increasing 
loans from 1848 onwards were now issued to bearer and the 
banks definitely took on themselves the highly profitable task, 
attended by very little risk, of obtaining subscriptions ; all 
loans were long-term loans and the bonds were taken over 
by small investors. To the European loans were added those 
of overseas States, especially South America and Australia ; 
as the public did not know the value of the securities of these 
States, their sale was facilitated by the formation of financial 
Companies (Trust Companies) who issued bonds which, owing to 
the reputation of the firm, were easily negotiable and who invested 
the proceeds from the sale of these bonds in overseas securities 
yielding a high rate of interest or quoted at a low price and who, 
with relative security, could thus offer the investor 2 to 4 per cent, 
above the market rate of interest. However Europe took over too 
much of the South American State debts; this brought its 
own punishment when these States suspended payment of 
interest; they were the cause of two European crises, that 
of 1866 and the Baring crisis in 1890. 
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The rate of interest was constantly falling ; Europe's wealth 
and population was increasing; a debt which in 1790 would 
have been crushing for a country was easy to carry 100 years 
later; leaving South America, Southern Europe and Austria 
out of the question, interest and amortisation were for a long 
time paid when due, and in spite of “ the happy days of Nevada ” 
about 1850 the purchasing power of money from 1857 to 1870 
and from to 1898 was rather on the increase because 

improved technical processes had brought down the cost of 
production, so that the increase in the supply of metal and 
the increase in the means of credit produced a larger circulation 
of goods rather than an increase in the level of prices ; under 
these circumstances the royal bond received preference over 
all other investments and this made it easily negotiable and 
easy to borrow upon ; the change to the gold standard about 
1870 made this preference more marked. 

Conversions followed the fall in the rate of interest; during 
the 19th century the State reserved to itself the right 
to convert, after almost every war of the century war loans 
at a high rate of interest were converted a few years after the 
declaration of peace, sometimes in several stages. It was 
in the eighties that the largest conversions took place : the 
victory of the gold standard produced in Europe an ever falling 
level of prices, which from 1873-97 paralysed enterprise but 
at the same time encouraged economy and the formation of 
capital. England showed the way and converted its consols, 
the rest of Europe followed and 5 per cent, became 4 and 4 
became 3£. Goschen's conversions set a standard when, without 
increasing the debt, he created a uniform type at a low rate of 
interest (2\ per cent.); stockbrokers received commissions, and 
the creditors who did not demand repayment received a small 
cash premium. The fall in the level of prices was continuous 
until 1898 ; for the second time conversions take place from 
1894 to 1897, and 3 per cent, becomes the normal interest for a 
State debt. The States now thought they could keep to that rate, 
but the great fall in the quotations for bonds about 1900 made 
them realise their mistake and compelled them to return to 
the 4 per cent, type; for now Klondyke and South Africa had 
appeared with their heaps of gold, overflowing Europe and 
forcing up the level of prices and with this the rate of interest. 
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The first fourteen years of the 20th century are marked 
by inflation : in part new discoveries of gold, with the additional 
fact that the whole world changed its regulations as regards 
the gold reserve, and issued more notes on the same 
quantity of gold, and in part because Europe now went definitely 
in for the credit economy , in which cheques and bills of exchange 
form the greater part of the circulation ; now the banks were 
the great creators of purchasing power by a liberal credit 
extension : we do not exaggerate in claiming that the media 
of exchange in the world had doubled in fifteen years. But 
this inflation, which coincided with an increase in the State’s 
functions, with armed peace and the numerous wars which took 
place between 1898 and 1913, was disastrous for State Budgets. 
It was less the victory of the democracy than necessity 
that gave the tax on incomes a prominent place in the budgets ; 
but in spite of new sources of taxation the National Debt 
increased at least in arithmetical progression. To this must 
be added that the municipal budgets increased with the startling 
development of towns and the consequent demand for capital 
for 14 public utilities ”, gas works, electric power stations and 
tramways, with the result that the burden of municipal debts 
almost equalled that of the State. 

The New Loan Market. —The main centres of the international 
loan market were London and Paris ; in spite of Louis XIV, 
Louis XV, Napoleon and the Franco-German War, France 
preserved her economic position ; she managed to have liquid 
means at her disposal not so much in virtue of her productive 
capacity as of the saving instinct of the French people ; money 
was not invested within the country in new enterprises (French 
agriculture from the technical point of view is very backward), 
but on the other hand a householder felt himself losing caste 
when mortgaging his property, and everybody had to have a 
good round sum in the Savings Bank. In this way the French 
people were the great passive capitalists, ready in the first 
place to digest a French National Debt which threatened 
to exceed 30 milliards and secondly to lend gigantic sums to 
other countries, especially to Russia, the Balkans and Asia. 
The French citizen and the French peasant, as well as the short¬ 
sighted banker, did not understand that a debt to oneself 
is no wealth and that there was a big risk involved in lending 
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to half-civilised States. Until 1914 London was the centre 
of the capital power of the world ; it was there Europe went 
for loans, as well as the United States, the Colonies, Africa, 
South America and Asia ; through London new parts of the world 
were drawn into the loan market; the loans to oversea and Asiatic 
States were on keen terms and formed at the same time links 
in the chain of political and imperialistic action ; the increasing 
power of capital was revealed by the fact that the loans were 
almost forced on the borrower, who had to grant to European 
and American capital large concessions as regards mines and 
railroads. Thus in 1909 the U.S.A. requested that her capitalists 
should be allowed to participate in the big Chinese railway 
loan with the Germans, the English and the French. 

Until that time New York had been satisfied to finance South 
and Central America ; U.S.A. had hitherto needed European 
capital, but in 1894 the tendency changed ; during the decade 
from 1894 to 1903 the U.S.A. had a surplus export of 4,200 million 
dollars ; America had not only sufficient money to compete 
with Europe in exploiting Asia, Africa and South America, 
but she could supply loans to Europe ; New York then took 
up a position by the side of London as a centre where both States 
and municipalities of Europe could apply for loans and, during 
and after the World War, it put London in the shade. 

Already before the war farsighted people were terrified at the 
growth of the national debt; even then it appeared as though 
European capital was on the point of “ racing its engine ” by 
creating in the shape of State bonds and shares sources of income, 
the interest on which the world could only pay with difficulty. But 
as in 1618 and 1789, thequestion wassolvedbya world catastrophe, 
a world war was to bring into being a large number of securities 
in the form of State bonds and share-values, which were in no 
way in proportion to the real capital of the world, measured 
in terms of goods, and which made high finance master 
of the State : as early as 1909 London City replied to the 
Radical Budget by forcing Consols down, utilising the same 
procedure as that adopted by Rothschild with regard to the 
French rentes when mobilising the bond-holders against a 
proposed income tax. Since the war this nefarious interference 
of big capital in public affairs has made itself felt again. 

The Debt o! the German States.— Let us illustrate by a 
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few examples. Until 1867 Austria was occupied with the 
unmanageable paper money and with the problems created by 
the awakening of self-consciousness in the various nationalities. 
When in 1867 Austria and Hungary concluded the political 
settlement (“ Ausgleich ”) the National Bank had a heavy 
note debt for which in reality the State was responsible. There 
were also bond debts of all kinds, there were premium loans 
and lottery loans, there were sixteen different types of interest, 
and there were loans in three different currencies, while some 
loans were short and others long-term. Moreover 312 million fl. 
in State paper money were in circulation, besides a great quantity 
of Treasury bills, especially the so-called " Salinen-scheine ” 
(secured by the profits on the salt works); some bonds were 
free of tax, others were in the paper of the various “Wahrunge ” 
and others again were silver bonds. This variegated multiplicity 
of debt was settled by means of a new State bankruptcy, after 
which the ordinary national debt (238 million guilders) was 
written down, “ unified ” and “ consolidated ” into a uniform 
5 per cent, loan ; the actual price of these securities, however, 
was so low that “ writing down ” became an advantage to 
the creditor; the Austro-Hungarian bank ended by being 
responsible for the earlier banknotes. But for political reasons 
the State accounts were continued with a deficit which, together 
with railway loans, increased the debt of the monarchy. 
In 1892 and 1893 a gold loan was obtained abroad for several 
hundred million “ kronen ” in order to be able to redeem the 
Austrian paper guilder with a gold *' krone * \ With this conversion 
all paper was written down by 15 per cent. ; the change to 
the gold standard was only partial, because the individual citizen 
could not demand gold, but the bank was charged with the 
duty of keeping the new half-guilder—the paper krone—at 
par. The State, however, continued to contract debts, some for 
Austria, some for Hungary, and others for both in conjunction. 
In 1890 the total debt of the monarchy was lOf milliards ; 
and in 1900 it was 13, to pass the 17 milliards “ kronen " in 1914.. 

In contrast to Austria, Prussia right up to 1848 maintained 
a strict policy of repayment, supported by means of a sinking 
fund, which only ceased in 1869 after an honest existence of 
* fifty years ; in the forties Prussia was able to carry out a number 
of conversions; in 1848, when the debt was 480 million marks 
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some very expensive loans were obtained, which as early as 
1852 could be converted to 4£ per cent. 

The neutrality armaments during the Crimean War involved 
Prussia's last premium bond loan. The wars with Denmark and 
Austria brought the national debt up to 842 in 1865 and to 
1,322 million marks in 1867. Prussia had, it is true, to take over 
the debt of the annexed provinces (the two Hessens, Hanover, 
Frankfort, Sleswig-Holstein) and pay compensation to the 
princes of Thurn and Thaxis for having cancelled their postal 
privileges. Just before the Franco-German War the debt was 
1,440 million marks, spread over 115 different loans, which now 
were unified, consolidated and converted. The war against France 
only cost Prussia little, but in the 'seventies Bismarck initiated 
the great railway constructions and the purchase of the private 
lines ; in 1872 the debt was 2,700 million marks. In the 'eighties 
and 'nineties conversions were made throughout the whole of 
Germany, in 1896 and 1897 to an amount of 5,700 million marks. 
Prussia's loans between 1801 and 1901 were at 3 per cent. 
The railway constructions continued, and as a consequence 
the national debt rose in 1914 to 10 milliard marks. Of 
the total debt of the German States, 16f milliards, two- 
thirds were Prussia’s, covered, however, by assets, the State 
railways. 

England. —Although England was quite able to, she would 
not pay the Napoleonic War debt, and right up to 1840, when the 
debt was 800 million pounds sterling, the national accounts 
carried a deficit. Peel reversed this policy, introduced partial 
conversions and used the revenues of his famous income tax 
to reduce the debt. Of the cost of the Crimean War, 70 million 
pounds, half of it was covered by debt. The tremendous economic 
improvement in England in the 'sixties and 'seventies made the 
national debt easy to bear, so much the more as Lord Goschen's 
1888 conversion had reduced the interest of Consols to 2\ per 
cent. Amortisations were, however, slow, and in 1900 the 
debt was 635 million pounds ; but again in 1906 800 millions, 
thanks to the Boer War, on which England had to spend not 
10 millions, as had been expected, but 165 million pounds sterling. 
The money price of 200 years' wars had been 1,200 million pounds; 
despite amortisation there still remained 700 millions when the 
great war broke out. 
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The French Indemnity and the Third Republigue.— Louis 
XVIII began with a debt of 2 milliard francs, which was increased 
through the compensation paid to the nobles and the Church 
for the confiscations of the revolution ; he carried through a 
methodical budget, made a compulsory loan, paid his interest, 
and brought the State bonds up to par, and was thus placed in 
a position to convert (1825), after having given up an intended 
sinking fund. Charles X was the contrast to his brother, and 
left the “ citizen-king ” of the Orleans dynasty a debt which 
exceeded 5 milliards, and which the latter's chancellor, Lafitte, 
forced up to more than 6 milliards. The revolutionary government, 
whose plan of a “ national loan and gifts ” stranded, received 
a fixed 3 per cent, loan at an issue rate of 55. 

Napoleon III, who started with an annual interest burden of 
262 millions, conducted many small wars; he rebuilt Paris and 
other towns, laid roads and encouraged railway construction. 
When he entered into the disastrous war of 1870 his annual 
interest commitments were not far from 400 million francs, 
and his debt was 12£ milliards. That the interest had not 
grown so rapidly as the principal of the debt was due to the 
successful conversions in 1852 and 1862, which brought down the 
rate of interest from 5 to 4£ and then to 4 per cent. 

Fifty years after the failure of the 44 assignats ”, France again 
had a paper regime (1848-50), and when the war with Germany 
broke out the notes once more were made inconvertible. The bank 
had increased her circulation from 1,350 million francs in 1870 
to 3,200 in 1872, the metal reserve decreased during 1870 from 
1,250 to 500 million francs. But the franc recovered in no time : 
in 1874 the metal reserve was 50 per cent., and at the end of 
1876 90 per cent., as against a note circulation, reduced to 2,400 
millions; two years after the notes again were made 
convertible. 

The war and the indemnity swallowed up 9 milliard francs. 
In 1870 France contracted a loan of 1,000 millions, the net 
proceeds of which amounted to 800 millions ; when the German 
Army was in occupation of the northern part of France, no 
taxes were paid in the occupied districts, and the French budgets 
for the two years 1870-71 realized a total deficit of 1,636 millions. 
The difficulty was got over by means of short term loans, the 
issue of Treasury Bills, and by advances from the Bank 
(1,536 millions), and a short loan was contracted with S. Morgan 
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for 250 million francs at 6 per cent., in 1876 converted into a 
loan of 500 millions at 3 per cent. 

The war had cost 4 milliards. The German army of occupation 
had during its occupation levied 900 millions francs, and now 
the Germans demanded a sum amounting to 5,316 millions, 
which they received before November, 1873 ; 325 millions of 
this sum consisted of the railways of Alsace-Lorraine, which 
Prussia tod^over, and for which the Republic had to pay the 
shareholders in bonds ; for 1871 and ’72 two big loans were 
issued to cover the remaining 5 milliards which had to 
be paid in German Bills of Exchange, as otherwise the expense 
of conversion into German currency of the other means of 
payment were to be borne by France, who therefore preferred 
to procure German Bills. 

The French Government stated that it was prepared to 
accept good Bills of Exchange from those who subscribed to 
State loans ; in this manner it received 1,773 million francs. 
In the summer of 1871 an office was opened in London through 
which the Banque de France sold Bills of Exchange on London, 
and purchased Bills of Exchange on Germany. By means of 
a group of 55 European Banks and by their affiliations France 
got together some 120,000 Bills of Exchange of various kinds 
and origins; they were of seven different kinds of currency, 
and were for the most varied sums, between 1,000 and 5,000,000 
francs. The final result was that Germany received 637 millions 
in French currency and banknotes, 3,170 millions in German 
money and Bills of Exchange, and 1,184 millions in Bills of 
Exchange on England, Holland and Belgium. Those transactions 
could, however, take place without a sharp rise in German 
currency because Germany during the war had raised large 
short term foreign loans which now expired. But the French 
milliards created a credit-inflation all over Europe, resulting 
in the crises from 1874-77. In order to subscribe to the milliard 
loans French citizens sold the foreign securities held by them, 
the Bank of France gave 525 millions, of which 400 millions 
were in gold, and some two milliards were subscribed abroad, 
later to be repurchased by the French small capitalist. During 
the years 1872 and 1873 French exports to Germany were 
very large, and in this way the French exporters had 
procured drafts on Germany. If it is true that about 1870 the 
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French nation annually saved 2 \ to 3 milliard francs, France would 
have already in 1876 covered her war expenses and the indemnity. 

The Third Republic entered under the leadership of Ferry 
into a costly colonial policy on a large scale ; and building 
of railroads demanded milliards ; Baron de Freycinet's rail¬ 
road schemes would have cost some ten milliard francs and 
were consequently only partly carried out. Nevertheless 
the debt was increased by 1,750 millions which, sold at a dis¬ 
count, only yielded 1,440 millions to the Treasury. What 
characterised the financial policy of the Republic was not only 
the increase in the amount of the debt (at the end of 1913 some 
34 milliards, corresponding to 11 £ per cent, of the national 
wealth); but the decrease in the annual amount of interest ; a 
post-war debt of some 22 milliards in 1873 demanded an interest 
charge of 1,200 million francs per annum, a debt of 30 milliards 
in 1893 demanded a little more than 1,000 millions and in 1913 
to a debt of 33 § milliards corresponded a payment of interest 
of 958 millions only. This was due to large conversions 
between 1882 and 1902, which reduced the interest from 5 to 

3 per cent.; a great part of the debt was floating, accrued through 
a series of budget deficits ; financially the French Treasury 
was badly prepared to face war expenditures, having the greatest 
public debt of any country—850 francs per head. 

The Gold Standard Restored. —Europe had had enough of 
the regime of the fiduciary money : Russia, Argentine, Italy 
and Austria, however, still suffered under the curse of paper- 
money. 

During the 18th and 19th centuries the small Italian 
States all had paper-money ; in 1866 the bank of Sardinia 
became the National Bank, whose advances to the State in 
1873 had reached 750 million liras, on the security of which 
the bank issued notes which had a compulsory exchange value ; 

4 other banks issued buoni di cassa ; even down to 50-centime 
notes. The five banks formed a " Bank confederation ” which 
issued consortium-notes in 1874-1880 with a compulsory rate 
of exchange. The State borrowed 1,000 million from the 
confederation ; in order to suppress the consortium-notes Italy 
in 1882 contracted a gold loan in England (in the same 
manner as later Austria and Russia when they adopted the 
gold standard). The Bank confederation now redeemed its 
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notes with State paper-money, which were at a disagio; 
the value of the lira, however, improved as fast as the 
Italians themselves bought up the foreign loans. Before 
the World War there were thus in Italy State paper- 
money with a legal exchange value and notes issued by the 
three banks of Italy, Naples and Sicily to the amount of 2J 
milliard liras, covered by a gold reserve of more than 
50 per cent?* 

The Argentine has provided another example of restoring the 
gold standard, fortified by a stabilisation fund. In 1881 a 
gold-peso was minted worth 5 francs, and the Bank of issue was 
given authority to issue banknotes. A quantity of state-notes 
was withdrawn and the remainder stabilised in the ratio of 1 
to 24 with respect to banknotes. The trade balance of the 
Argentine was, however, unfavourable during the period in which 
she was being supplied with European machinery and railway 
material; the note-press covered the deficit, with the result 
that 100 gold-pesos rose to more than 300, and even in 1894 
to 410 paper-pesos; but in the ’nineties the note circulation 
was kept constant, which in view of the rapid development in 
the Argentine meant a relative contraction, the result was that 
the paper-peso increased in value; the very large land- 
owner saw the value of his land disappearing through 
the fall in prices, brought about by the increase in the 
purchasing power of the piastre, and it was decided to 
stop deflation from fear that the paper-peso should rise still 
more and thereby cause a further fall in prices—the motive was 
the reverse of what it was elsewhere, where, from fear of a 
further fall in the country’s currency, the latter was stabilised; 
Argentine stabilised on the basis of 100 gold — 227 \ paper 
pesos. In the ’nineties a conversion fund had been founded, 
which accepted gold deposits and with which the State 
placed its gold loans; this fund had to exchange gold for notes 
and vice-versa and at the same time procure foreign bills of 
exchange ; the exporter had to sell and the importer to purchase 
his foreign Bills of Exchange through “ the conversion fund ” 
In 1902 there was already a full gold reserve; in 1910 there 
were 180 millions in gold, corresponding to 409| million 
paper-pesos, or more than had been issued. 

From 1668 to 1683 and from 1768 to 1786 five-kopek pieces 
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in copper were the real Russian coinage ; the substantial value 
of the kopek was finally 30 per cent, of its nominal value; 
in 1768 banks were founded in Petrograd and Moscow, to issue 
Imperial assignats for a sum of 100 million roubles, which were 
accepted in payment for taxes and redeemable in copper; 
they were, however, also quoted in silver, in 1786 at 100 silver 
= 115 paper, in 1809 = 300 paper, in 1815 = 426 paper, but 
then there had been issued f milliard roubles in notes. Now 
\ was quickly redeemed, and the notes were stabilised at 
100 roubles in silver = 350 roubles in paper (1839); the 
Imperial assignats were to be redeemed by legal tender 
deposit-notes, issued by the Commerce Bank; further the 
State issued Imperial credit-notes , covered by silver in the 
ratio of 1 to 6, but whose redeemability was suspended 
in 1854, when the amount of them was increased to 354 millions, 
a figure to be doubled within 3 years ; even though it was 
the Imperial Bank which since 1860 issued these notes in 
the name of the State, in 1880 the figure reached 1 milliard. 
They were always at a discount ; now a gold fund was 
instituted, which amounted to 173 millions in 1891 ; Witte 
contracted a few foreign gold loans and in 1896 he 
disposed of 462 million roubles in gold and could now 
initiate the stabilisation of the rouble-notes in the ratio 
of 3 paper-roubles = 2 gold-roubles; a ratio Russia was able 
to keep up until the World War, just as Austria was able to 
do by a " manipulating exchange ” policy of the same nature 
as was known in Denmark under Schimmelmann ; the facility 
with which Russia obtained loans from France gave the country 
the necessary foreign credits. 

At the same time as Russia, the Hapsburg dual monarchv 
turned to the gold standard, as above described. Thus the 
last quarter of the 19th century gave us four object lessons 
of how to escape from paper-money and to restore the currency 
on a sound basis. And if four lessons do not suffice Japan 
has been kind enough to offer us one more—of little avail! 
Europe of to-day had forgotten those lessons, and had to blunder 
through to find her own feet. 



CHAPTER XX 


The World War 

InflationP^The great war was waged on a debasement of 
the currency, carried to the verge of the monstrous, and on a 
national debt which, as regards the American-European economic 
world, rose to 1 billion in 1918, to \\ billions in 1919 and later 
to 2 billion Danish crowns (the various currencies taken at gold 
parity and not including Germany’s and Russia’s debt, con¬ 
tracted after 1919). The declaration of war stopped short the 
economic life of the world : credit, the great agent of purchasing 
power, disappeared. Everyone wanted cash. 

With a strong hand the governments laid hold on the steering 
wheel of credit : they at once demanded advances from the 
Banks and started a demand for the needs of the army. Food 
was to be purchased in quantities, for there were now gathered 
together millions of soldiers who were not all accustomed to 
eat their fill, but who now had to be provided with full rations. 
Production was stimulated, the tailor made soldiers’ trousers, 
the shoe factory heavy boots and “ ploughshares were made 
into swords Army contractors made money; and now 
side by side with the State’s demand for goods arose that of 
private individuals in an increasing measure; for everyone was 
wealthy. War began at once under the banner of inflation. 
The years of war in a way exhausted the world, especially 
the continental States; there were not sufficient raw materials, 
and machinery became worn out; but substitutes, “ Ersatz,” 
were found for what was lacking, and labour was made use 
of to a degree unknown before, works were run to the limit 
of their capacity and night-shifts succeeded the day workers. 
Not all the soldiers who went to the war had been productive 
of useful work. In a street where there were 5 grocers, four were 
called up and the fifth carried on for all of them. Commercial 
travellers, students, writers, waiters were called to the colours 
and left no empty space behind them, women invaded the 
factories, offices and shops; and if we calculate the working 
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power in hours of work it is far from impossible that as much 
was produced as before the war, when it was considered good 
if a factory yielded but § of its capacity. For the first time in 
the history of industry we beheld all works going to the utmost 
of their equipment. But production was no longer productive, 
the formation of real capital ceased, machinery was no longer 
kept in repair ; the population did not realise the truth, because 
inflation due to the working of the note-press and to the 
extension of credit had as a result that accounts swelled in 
bank books and in business ledgers. 

At the end of 1914 inflation had become a fact; the war's 
need for real goods and for labour was beyond a madman's 
dream, and war necessaries had to be paid for at inflated prices ; 
the State was not scrupulous as regard the prices it had to pay ; 
it was a question of quick delivery, and no time for bargaining. 

The majority of States preferred to issue treasury bonds 
instead of paper-money and to borrow on these directly or 
indirectly from the Central Banks, which on the strength of 
those securities issued unconvertible notes. The economy 
of Europe was divided into two parts, that of the Allies and 
that of the Central Powers, the States of which did business 
among themselves in such a manner that deficits in the trade- 
balance were compensated by credit advances on the part 
of the wealthiest ally. The consequence was that the paper 
currency only with difficulty could be tested on the touchstone of 
international trade ; in spite of the fact that all countries had 
a paper regime, notes practically kept their value as compared 
with gold, so that a large increase in the issue of notes merely 
resulted in a rise in the price of goods. This rise was expressed 
in a very defective manner through the official level of retail 
prices, because for the goods of greatest necessity or at all 
events for that quantity which was strictly necessary the State 
set maximum prices and rations, in the same manner as trans¬ 
port was controlled and the freight-rate fixed. Note inflation 
in the belligerent countries did not have a very marked effect 
on the rates of exchange, partly because the neutral countries 
also increased their note issue and partly because international 
trade was under control; at the end of the war the value of the 
franc had not fallen 20 per cent., the dollar 13$ per cent, and in 
July, 1918, the mark stood at 60 per cent, of its gold parity. 
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It was only during the period of submarine warfare that 
the rates of exchange were seriously affected, sufficiently at 
least to do away with the fiction that gold-money and paper- 
money were of equal value. Gold had hitherto lost its purchasing 
power almost to the same extent as paper-money. We see 
a proof of this in the case of silver : its value in gold increased 
two-fold; silver which at its lowest point had been worth 
23 d. per <SE rose finally to about 60d., near the 1873 price. 
But gold is a commodity having a cost of reproduction and 
had one day to revert to this characteristic of its nature, 
that is to say it had to jump from the side of money to the 
side of goods and follow the fluctuations in the level of goods ; 
it was only then that the national currencies came at a 
discount against gold. What had also hidden the depreciation 
of notes was the fact that, at all events outside Central Europe, 
their covering was not so unreasonably small; the banks had 
withdrawn gold from circulation and the redeemability was 
suspended. Accumulating causes created inflation: (1) the 

banks had an increased store of gold, (2) the power of which 
was increased owing to the modification in the regulations as 
regards gold reserve ; last, but not least (3) an enormous credit 
was constructed upon the quantity of notes, that had been 
doubled three and four times over for the two reasons given 
above, a credit based on the lombarding of State bonds and shares 
which had increased in value. This inflation had the effects 
described in Chapter IX as regards the price of goods, 
quotations of shares, revenue changing hands, the large con¬ 
sumption of luxuries and personal services: restaurants, 
prostitutes, brokers’ offices and dress-making establishments 
had a prosperous time. Sometimes the authorities were not 
satisfied with trebling the quantity of notes but doubled them 
ten times over, and in many cases credit grew faster than the 
quantity of notes. 

Honey and Prices. —Bank statistics confirm our claims; in 
the three Northern States the amount of gold was more th^n 
trebled, in England and the Netherlands quadrupled, in Spain 
it increased to five times the amount, and even in Germany it 
was more than doubled. If we consider the quantity of notes , to 
begin with little-depreciated normal currencies , for the three 
years 1913, 1920, and 1923 Denmark and Norway together had 
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about 260, 1,046 and 870 million crowns, Spain 1,930, 4,326 and 
4,440 million pesetas, and England (including currency notes) 30, 
132 + 400 and 128 + 300 million pounds sterling ; if we consider 
the countries that kept close to gold parity, we have for Sweden 
234, 760 and 576 million crowns, the Netherlands 313, 1,072 and 
1,066 million guilders, for Switzerland 313, 1,024 and 981 million 
francs, for Japan 426, 1,439 and 1,700 million yen, and for the 
United States of America about 800, 3,600 and 2,300 million 
dollars. If we turn to discredited currencies, we have for Finland 
113, 1,341 and 1,360 million Finnish marks, for Belgium 1,070, 
6,120 and 7,350 million francs, for France 5f, 38 and 38 milliard 
francs (in 1925 : 55), for Italy 2, 3, 19§ and a little over 17 
milliard liras, for Portugal 86, 612 and 1,400 million escudos; 
then as regards bankrupt States we have for Germany 2*6 
milliards, 69 milliards and £ trillion! Bulgaria, Rumania, 
Greece and Servia had to begin with in all about 1 and at last 
32 milliards. Of the Successor States Poland reached in 1923 
83 billion Polish marks, new Austria more than 7 billion and 
Hungary 940 milliard kronen ; Czecho-Slovakia alone, which up 
to 1921 had issued 12 milliard crowns in notes, has reduced the 
figure—at the end of 1923 to 9| milliards. 

A large part of the banking credit placed at the disposal of the 
public was utilized on the Stock Exchange and contributed to 
the rise in shares ; that is why the level of prices was not 
representative of the enormous development of credit, leaving 
out of consideration the fact that even the level of prices, given 
by " The Economist ” as an index on the basis of 2,200, is 
not reliable, since a part of the groups of goods considered was 
price-regulated, rationed and requisitioned: at the end of 
1914 the figure was 2,800, at the end of 1915 3,600, at the end 
of 1916 5,000, in August, 1918, 6,200 ; after the short period 
of deflation (fall in prices) from October, 1918, until March, 
1919, came the inflation due to speculation on goods, which 
in March, 1920, raised the figure to 8,400 or four times the 
peace-time price; then the turn came, at the beginning 
slowly; in November the figure of 6,600 was passed, the 
year after it got down to 4,300, that is to say twice the 
peace level. But each country naturally had its own 
degree of inflation; in Germany the level of prices in 1918 
was four times the peace level, and it was so low because 
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rationing and maximum prices had been imposed; in 1920 it 
was 15 times, in 1921 19, in 1922 340, in January, 1923, 800, 
in July 75,000 and in October 25 million times the peace level. 
In France the level of prices rose to 4£ times, etc., etc. 

The disaster of inflation was made worse by the fact that 
war destroyed the wealth of nations ; but the well-to-do citizen 
did not discover this fact by examining his capital account; more 
shares werelield, the prices of which were from five to ten times 
their exchange value in peace time ; admitted that it was the 
same five old coal-eating tramp steamers or a motor or a machine 
set up in a fragile hut or a corrugated iron shed which were the 
true basis of these millions. But a quarter of the real capital of 
Europe had been entirely consumed, and newly formed free 
capital was invested in war undertakings; the stores of raw 
material dwindled away, machinery and dwelling-houses were 
not kept in repair; means of transport became used up, the 
earth received insufficient manure and the capital invested 
in cattle was transformed into war revenue, and yet everyone 
thought himself richer; banking accounts were filled to over¬ 
flowing and book-credits were swelled ; a reduced herd of ten 
cows was worth three times the twenty cows of peace time ; the 
tradesman held but half his usual stock, but even this reduced 
amount was worth twice as much. By the side of a lack of real 
property, goods, there was placed at the disposal of the public 
such a large quantity of banknotes and such a large amount 
of credit that money was on the look-out for investment and 
not vice versa. And yet public opinion did not connect 
the increase in prices with the output in notes : a sufficient 
reason was found in the lack of goods and the difficulties of 
transport. No one understood that the rise in Stock Exchange 
quotation was caused by the enormous amount of credit 
offered. 

The Principles underlying the Financing of the War. —The 

direct expenditure on the war amounted to 220 milliard dollars, 
30 per cent, of which devolved on the Central Powers and 70 per 
cent, on the Allies ; of the latter figure a little more than a third 
fell to England's share and a little less than a third represents 
what the U.S.A. paid. Calculated on the level of prices of 1913 
this figure would be reduced to 81 milliards. The war was 
not carried on by means of ^taxation ; in France taxation was 
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1 i times what it was in peace time, and calculated on the basis 
of prices in 1913 only 60 per cent. ! In England current revenues 
amounted to four times what they were in peace time; calculated 
on the basis of the level of prices only double. The U.S.A. 
financed the war in the most suitable manner, for only 58 per 
cent, of the expenses between 1917 and 1920 were covered by 
loans. In Germany 94 per cent, of the war expenses were raised 
by loans according to policy the responsibility for which lies 
with Dr. Helferich, minister of finance, who in 1915 stated in 
the Reichstag : " I believe that a tax on income can only be 
imposed after a war/’ and his defence was that “ the enemy 
must foot the bill ”. This loan policy was persisted in after the 
years of war! The national debt of France rose to £ of the 
country's present national capital, that of Italy 30 per cent, 
and that of the U.S.A. per cent., and that of England to 25 per 
cent. The German national debt expressed in paper marks 
has no sense, but calculated in gold marks (1923), that is to 
say, divided by 1 billion, it does not absorb 1 per cent, of the 
citizens' capital. Contrast with this that in Denmark—a neutral 
country—the net national and municipal debt reaches 15 per 
cent. 

As early as in the second month of the war, we realise the 
financial principles; (a) the State gets advances from the 

bank; ( b ) on the demand of the latter the State pays these 
advances with treasury bills, bills of exchange and short-term 
bonds; (c) which at the third stage are exchanged for other bonds 
maturing over five to ten years to be converted into fifty year 
bonds after a peace treaty in the not too distant future. The 
first loans were raised at an interest of 5 per cent, and offered 
at 96, 97 partly by stirring up patriotism, giving the loans fine 
names and backing them up by a press campaign and threats. 
Two or three times a year the State applied to the open market. 
Loans now amounted to milliards ; even treasury bills brought 
in 6 per cent, in interest and it was only by threats of a com¬ 
pulsory loan that the government kept down the demand for 
a higher rate of interest, even though a high premium had now 
been attached to loan drawings ; it appeared to be quite a 
sacrifice to subcribe to a State loan, when the profit that 
commercial investments could offer, with the level of prices 
rising from day to day, was so enormous: older loans were 
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repaid before maturity on condition that the subscriber took 
up more of the new loan, and army contractors were compelled 
to take a part of their profit in State bonds. 

As the expenditure from 1914 to 1919 increased in geometrical 
proportion, so did the national debt : the sums raised in 
individual loans increased in a geometric ratio as the war 
progressed and the time between each flotation became shorter 
in proportion as the level of prices rose faster and faster. But 
how was it possible to sell all those State bonds ? Inflation 
produced large profits which could be invested ; that same 
inflation had prevented the market rate of interest from reaching 
the natural rate, and the scarcity of capital was not revealed 
in a high rate of interest, which could have hampered the State 
in raising loans, but in an enhanced price of capital goods. 
By an ingenious system of borrowing on newly created securities 
the government succeeded in giving to the public cash with 
which it could purchase State bonds. 

Let us take as an example the principle governing the German 
loans (which was on the same lines as those by means of 
which the banks in neutral countries financed an absurd rise 
in Stock Exchange quotations). In the first place the patriotic 
citizen drew money out of his account in the bank, or he brought 
to the bank his shares, borrowed on them, obtained a cash 
credit and gave the State a cheque in exchange for a State bond. 
The State made use of the money and paid its contractors who, 
in their turn, deposited it again in the bank. The transaction 
often took place by cheque, but some of the money remained 
in circulation, because a rising level of prices necessitated 
more cash among the population and also because the army 
was to be paid in cash. The bank had then to issue notes. 
Now the government demanded more money and offered 
loan No. 2 ; the citizen had already lent to the State all he 
could spare, but that did not matter ; he simply went to the 
bank and borrowed on the first bond he had purchased, received 
another cash credit, paid the State a cheque and received a 
new bond; now he was the owner of two bonds, one of which 
he had mortgaged in the bank. The State had to raise a third 
loan ; now the citizen borrowed on his second bond from the 
bank which gave him a cash credit, on which he drew cheques 
and purchased his third bond; now he was the owner of three 



THE WORLD WAR 


233 


bonds, on two of which the bank had advanced money; for 
the fourth loan he gave his third bond as security, etc., etc., 
until the ninth loan ; in the end he had 9 bonds, on eight of 
which the bank had advanced him money. “ Keine Hekserei 
nur Behandigkeit! ” 

If we consider our citizen as having had at the beginning 
say 100,000 marks in 1914, we shall find that after the ninth 
loan he owned 900,000 and owed at the outside 750,000; 
the net capital was not unchanged ; the loans were issued 
under par and very often the lender was a contractor who sold 
goods to the State at ever increasing profits. Here the German 
method is given in its extreme form; it will be seen that in 
the end the banking system of the country became the real lender, 
but behind the banks was the public which, owing to the note 
and credit inflation, in reality paid for the war. Naturally 
all State bonds did not end up in the banks, since profits were 
large enough to allow of a certain number remaining in the 
safes of fortunate tradesmen. 

At the end of 1917 the public began to distrust the State; 
even in Western Europe bank advances piled up, and in France, 
Italy and Central Europe, not to speak of Eastern Europe 
and the Balkans, the State now borrowed directly from the 
banks, which replied by issuing notes to such an extent that 
they even forgot to number them. If in exceptional cases the 
State had itself issued paper-money, but preferred a round-about 
way by allowing the banks to issue notes by the milliard; as 
covering short-term treasury bills were given with scarce a 
thought of renewing and no intention whatever of redeeming 
them. However enormous the quantity of notes, it was not 
even sufficient for the needs of circulation ; for now the note 
and gold had parted company, the note was quoted 
so low compared with gold that a number of notes reckoned in 
milliards had no greater purchasing power than as many millions 
before the war. The armistice revealed a Europe, poor as 
regards capital and covered with a whirling snowstorm of paper- 
notes, and States whose debt had reached such a pitch that 
one is compelled to resort to astronomical figures to express the 
amounts. The mortal dread of governments to look the truth 
in the face had prolonged the war. All in one instant the truth 
was realized that all this paper was but a mass of illusions, and 
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that war cannot be waged while at the same time the citizens* 
wealth increases beyond the dreams of avarice. 

Settling-up. —The armistice saw a world debt of about 1 billion 
crowns. The idea of a heavy tax on capital once and for all 
was not foreign to Austen Chamberlain, partly to pay the debt 
and partly to obtain the by-effect of the tax : deflation through 
a lessened demand for real capital goods brought about by the 
reduction in the amount of individual capital; in Germany 
and Austria the old regime was familiar with the idea and in 
Italy Giolitti for example maintained that a tax on capital 
was the only solution. But this idea met with strong opposition 
in the City; the banks declared that the citizens needed their 
capital for the reconstruction of Europe and refused to see 
that money taken from the citizen qua taxpayer and returned 
to him qua bondholder, left the real capital of the country 
untouched. In Germany we had a caricature in the 
“ Nothopfer ”, and in Italy a tax on capital which, contrary 
to Giolitti’s wish, was spread over a long period of years and 
consequently neither immediately lightened the burden of 
the national debt nor helped to bring about deflation. In 
Czechoslovakia a rational amortisation tax was successfully 
levied in 1921 for 4 milliard Austrian crowns, which covered 
a third of the national debt. 

In Yugo-Slavia, Russia, Hungary and partly in Germany 
and Austria the dishonourable act of bankruptcy was resorted 
to ; in other countries it was preferred to reduce the purchasing 
power of money, and thus annihilate the nominal debt. 
To the passive capital, the public funds, widows and the 
intellectual portion of the middle classes, this was a cruel policy 
of plunder, staged by active capitalists against the passive 
ones; in Germany this policy was deliberately carried into 
effect with the cynical enough idea that a poor country has 
no need of old people, who were thus given over to a lingering 
death. 

In neutral countries, in England and America the point 
of departure was the possibility of carrying out a double policy, 
aiming at reducing the cost of goods to some 1J times the peace 
time price from three to four times that price, and at the same 
time preserving the milliard amount of the national debt. It 
has been calculated that it will take England 100 years to repay 
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the 8,000 million pounds sterling it owes; but then it will 
be necessary for Europe to be at peace for that length of time. 
In France a middle way has been adopted, that of partly keeping 
up the level of prices, writing down the franc and increasing 
the national debt which in 1914 stood at 34, at the end of the 
war at 140 and in 1923 at 300 milliards, the inter-allied debt 
not being taken into account; the war's Fata Morgana of 
bogus wealth and ease was kept up ; while the soldiers suffered at 
the front, the patriots at the rear had become rich and wished to 
remain so. The statesmen dared to amortise in as small a degree 
as they had dared to let the people feel the economic burden 
of the war; but the economic salvation of France is onty 
possible on the condition that French statesmen succeed in 
overcoming the short-sighted selfishness of the bourgeoisie 
and in restoring to health the finances and the currency by 
a quick amortisation. 

With the exception of the U.S.A., England and Sweden, 
States shamelessly increased their debt, added interest to 
principal and even paid the heavy military expenditure of 
1919 by means of loans, so that the world national debt had 
increased by 50 per cent, from the date of the armistice to the 
end of 1919 ; by 1922 it had increased by 100 per cent. It was 
not until the end of 1922 that the majority of States managed 
to balance their budget. Taking the neutral States, the total 
debt of Norway, Denmark and Sweden had increased from 
l£ to 4 milliard crowns, that of Spain from 9| to 15 milliards 
pesetas, and that of Switzerland from practically nil to 2 £ 
milliard francs. Of the belligerent States England's debt had 
increased from 700 millions to 7f milliard pound sterling, that 
of the U.S.A. from 1 to 22 £ milliard dollars, that of Italy from 
15 to 120 milliard liras ; that of Germany from 5 milliards to 
something approaching 3 billions, which in the following years 
became trillions, etc. A new State such as Poland would not 
levy taxes and contracted a national debt of between 4 
and 5 billion marks! It was only in 1923 that Poland 
followed the example of Czecho-Slovakia by levying a tax on 
capital of 1 milliard gold francs. 

Remember that the figures given here are not those of 1918, 
but of 1923, for in this period the debt increased like an 
avalanche; from 1919 to 1922 in Spain from 10£ to about 
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15 milliards, in Denmark from 800 to 1,200 millions, in 
Switzerland from 1J to 2 \ milliards, in France from 154 to about 
400 milliard francs, in Belgium from 10i milliards to 37 
milliard francs, in Austria from 54 milliards to 17 billions, 
Austrian crowns in Poland from 6 milliards to 4 to 5 billions, 
in Germany from 161 to 2,830 milliard marks. England alone 
checked the^increase in her debt, the relatively important 
repayments on which were, however, nominally counterbalanced 
by the conversions, and the U.S.A., which, after contracting 
a debt of about 27 milliard dollars, reduced it to about 
22 milliards ; but then the American taxpayers lost patience. 

At the same time the note printing-press was at work, 
especially in Southern and Central Europe and in France, while 
neutral States such as Norway and Denmark lacked the will 
to reduce their note debt. 

The rise in the national debt was accompanied by an increase 
in the number of notes and by a fall in the value of paper-money 
expressed in the dollar, the yen and partly the Swedish crown, 
the Dutch guilder and the Swiss franc. The increasing worthless¬ 
ness ol notes is illustrated by the cruel Russian anecdote a man, 
revolver in hand, asked a tradesman for a loan and got the 
following reply : In the corner there are a few sacks 
of rouble notes ; take them, but do not forget to return 
the sacks ! 

And at the same time municipal debts also increased, as well 
as those of shires and provinces, and, in Confederations 
of States, the debt of each individual State ; in many 
countries the State debt only constituted one-half of the 
national debt. Political subdivisions—from municipalities to 
individual States—in the majority of cases were saddled with 
the enormous expenditure in social subsidies rendered necessary 
through inflation. No one would repay loans, and it seemed 
that all was well if only the five to ten year war-loans could be 
consolidated ; in 1919-21 the Western Powers and the Neutrals 
succeeded in consolidating one-half of the war-time loans, 
repayable over a long period. The “ Victory Loans ” and the 
" Reconstruction Loans ”—and the continued inflation still 
allowed of the interest being kept at 5 to 6 per cent.—were 
subscribed below par, it is true, and under a threat of com¬ 
pulsion. 
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Deflation Crises. —Everywhere the level of prices received 
a check of short duration, but was restored in the following 
year when Europe’s depleted stock of goods had to a certain 
extent to be renewed ; but the banks forgot that demand is an 
effective purchasing power, not only need, not only purchasing 
power, but both combined, and that neither Eastern nor 
Central Europe nor the Balkans, and scarcely France and 
Italy possessed a purchasing power in keeping with their normal 
needs ; without wishing to increase the discount rate or to 
ration the much-diminished capital, the banks granted greater 
credit than in war-time both to tradesmen and to governments. 

But in 1920 a violent deflation took place in those countries 
which were on their way back to gold ; the level of prices fell 
from 250 to 150 in the U.S.A. until December, 1923, and in 
other countries in the proportion in which they were willing 
to keep up the value of their banknotes in relation to gold. 
A series of bankruptcies due to deflation were the result, 
attended by a percentage of unemployment which at times 
exceeded 50 ; States which had omitted to repay their debt 
in 1919, when people thought themselves well-off and when 
the high level of prices made the burden of taxation light, 
now saw their tax returns fail with the consequence that they 
had a budget deficit and an increased national debt. In 
Central Europe a wild policy of inflation was practised and 
the State expenditure was met by increases in the national 
debt ; prices and the number of sales increased in such a manner 
that the note press was unable to keep pace with the demand 
for cash ; in Central Europe the flight from the home currency 
began with the armistice, and, in those countries where the 
currency was weak, in 1921. The American dollar, which 
laid claim to be a gold dollar, became not only the medium 
of exchange for international trade, but also in many countries 
the standard of value and the medium of exchange for internal 
wh( 1 sale business. 

It was only then that Europe awoke—and paid attention 
to the prob’em of stabilizing currency ; but the reorganization 
congresses controlled by international bankers, did not understand 
the close connection between note-inflation and the national 
debt, r r d washed to avoid at all costs the repayments and the 
taxati' which v ould be the consequence. 
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Now one could have thought that the level of prices, expressed 
in gold, would return to the 1913 level; at the end of 1923 in 
the U.S.A. they had only dropped to 150 : measured in dollars 
gold now only possessed two-thirds of its former purchasing 
power. Had the quantity of gold been so greatly increased ? 
No; but in the first place the demand for gold had fallen off 
owing to the fact that a number of countries had given up the 
use of gold and put up with notes, and secondly, the level of 
world-prices was not regulated by gold but by the quantity 
of notes based on gold. England, for example, instead of 29£ 
million pounds sterling in 1913, had at the end of 1923 128 millions 
in banknotes and 300 millions in treasury notes; gold-standard 
countries, such as the Netherlands and Switzerland, trebled their 
note circulation in the same period, and Sweden had increased 
her note debt from 235 to 576 million crowns; Japan quadrupled 
her note-debt and in the U.S.A. the Federal Reserve Bank 
system had up to December, 1923, issued 2\ milliard dollars 
in notes, whereas the former system of note-issue was very 
limited. In all countries by increasing the number of the 
media of exchange, the number of notes has raised the 
level of prices and lowered the purchasing power of gold. It 
must not be objected that in many gold-standard countries 
the ratio between the amount of gold and the number of notes 
is rather better than in pre-war days, for it must not be forgotten 
that every crown withdrawn from daily circulation and placed 
in the gold reserve of the issuing banks may become two or three 
crowns in notes ; only in the U.S.A. a part of the gold has been 
put again into circulation, but there is a sufficient quantity 
remaining both in the treasury and in the coffers of the banks 
of issue for the U.S.A., in spite of the fact that it has more than 
a hundred per cent, covering for its notes, to have so enormous 
a quantity of notes in circulation that all the prices of goods 
are bound to be high. The paper regime in Europe, the heavy 
borrowings during and immediately after the war, on which 
interest has to be paid, and the lack of confidence of America 
in the paper currency and the bonds of individual countries 
had driven the gold over to America and there lowered its 
purchasing power. Further, the reserve bank system did 
actually carry through a policy of stabilizing the purchasing 
power of the dollar at 160/ 
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After the war Europe did not give up the banknote, not even 
those countries which maintained it at par and had made it 
convertible; the other couutries had still a more or less fluctuating 
paper currency and could not make up their minds whether 
they wished to return to the old parity or to stabilize at a point 
approximately equivalent to the real rate of exchange. Europe 
had to pass through two crises, the first in 1921, when the 
inflation of 1919 broke down, the second one when, after 1923, 
Europe, headed by England and the Netherlands, re-established 
the gold-standard. The last crisis was not so violent, but was 
felt more, the patient having lost the power of resistance. The 
eve of 1925 saw a rate of unemployment hardly ever surpassed. 

1926 is everywhere going to disappoint the ministers of 
finance, at least in those countries allowing the national currency 
to approach parity, thus knocking down the incomes of the 
taxpaying public and in consequence the yield of the taxes. 
By carrying her crown up to parity Denmark has increased her 
debt, measured in kind, with at least 33 per cent., and England 
has by the same policy almost made herself a bedfellow with 
France. By stabilizing the Fin-mark Finland has escaped the 
evils of deflation and of breaking up the budget ; the dollar 
value of her internal debt (20 millions) has not been increased. 
By a law emanated in July, 1926, Germany has promised to 
repay her imperial debt, anterior to 1920, with 2\ per cent.; 
bona-fide holders, who possessed the bonds before that date, get 
a heavy extra bonus to be paid with accumulated interest at 
a later date. 



CHAPTER XXI 


Unsettled Problems 

The “ Refttrations —Thus States left the war debt alone 
and even increased it in the four years following, and 
only in the year 1923 succeeded in balancing their budgets. 
Over and above the home debt, whose lot is linked up with 
that of the home currency, there arose both during and after 
the war an international gold debt, made up partly of the inter¬ 
allied debt, partly of the so-called reparation payments from 
Germany and partly of reconstruction loans and currency 
loans supplied to Europe, both to the former belligerents and 
the neutrals. According to the Treaty of Versailles Germany 
has to indemnify the allied powers for “ all damages to the 
civilian population by the aggression of Germany by land 
or sea or from the air.” This includes only damages actually 
suffered by the civilian population, but it has been interpreted 
to include civil pensions. 

These indemnities were assessed in this way, that those 
who had claims sent them in to their own governments 
who made a provisional advance : thus France set aside 
a milliard budget for the indemnities which she has paid 
from a special fund outside the real budget. But when people 
have been injured and are called upon to make out an account 
for losses suffered during a war, their claims are formulated 
accordingly; the English press as a matter of fact has published 
articles on the subject of French factories, which had ceased 
working before the war and which now claim indemnities 
exceeding many times their cost of construction ; many farmers 
from the devastated regions have preferred to sell their claim 
for one-half its value and from the proceeds to acquire in the 
centre of France a property, the owner of which had been killed 
during the war; there are many of these; for the French 
peasantry has made a bigger blood sacrifice than any other 
class in the world. 

The amount due for reparations (indemnity) was not fixed 
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at once ; after numerous negotiations the so-called London 
Agreement was arrived at, according to which Germany was 
to hand over to the Reparations Commission 5 per cent, bonds 
to the total of 50 million gold marks, to pay interest and 
amortisation by means of 2 milliards of gold marks per annum, 
and 26 per cent, on the value of her exports ; these 26 per cent, 
it was expected would in any event yield 2 milliards ; thus 
the sum of 4 milliards per annum could be paid as interest 
and amortisation on 50 milliards. The idea looked clever 
enough ; for exports were relied on as a certain asset, while 
again the price of German goods for export was increased by 
26 per cent., which was considered as an anti-dumping 
measure. 

The Germans were like squirrels in a revolving cage, keenly 
on the alert to find a means of avoiding the payment of their 
liabilities. Over and above the 50 milliard marks mentioned the 
Allies could demand an extra 82 milliards in 5 per cent, bonds, 
the payment of the interest thereon being, however, postponed, 
and at least 18 milliards in settlement of debts contracted 
before the war and for the upkeep of the armies of occupation ; 
the total claims thus amounted to 50 plus 82 plus 18 = 150 
milliard gold marks, or one-half of the national capital of 
Germany before the war ; now this national wealth (originally 
300 milliards) was reduced by at least 100 milliards, partly due 
to Germany’s internal consumption during the war and partly 
owing to the cession of territory ; there thus remained 200 
milliards, but now we know that the price of goods, expressed in 
gold has also increased by some 50 per cent, since 1914, that is to 
say that the gold value of Germany’s national capital must have 
risen in the same proportion. It must therefore be assumed 
that the present-day value of Germany’s national capital is 
hardly 300 milliards—less than double the 150 gold milliards 
demanded by the Entente’s Reparations Commission. 

How then can the 150 milliards be paid—or rather—let us 
keep to the first instalment of 50 milliards ? Only by surplus 
export! To borrow the amount abroad will only defer the 
solution of the problem, and it is impossible to pay in 
money. 

The national banks of the whole world put together only 
own at the outside 5 milliard dollars, half of which is in the 
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United States, so that even though the rest of the world 
pooled the whole of its gold to pay Germany's debt, this would 
only amount to 2\ milliard dollars. 

Let people learn this sentence by heart, that payment cannot 
be made in gold any more than a Savings Bank has at 
any given time sufficient cash to pay all its clients if they all 
demanded ^yment. It is only differences which are paid 
and not large sums. 

Can payment be made in paper-money ? There was an 
unlimited quantity of this commodity and Germany, in collabo¬ 
ration with banking houses of German origin and established 
in America, England and France, succeeded for a too long 
time in maintaining the value of the mark and in creating a 
market for it abroad ; I believe Denmark has lost 30 million 
pounds sterling on the German currency. For a long time 
speculation took place all over the world in German notes 
and in claims on German banks, and these speculators were 
the same people who would not purchase interest-bearing 
German bonds. There is something to be said in favour of 
the assertion that in this manner, by making paper-money, 
Germany trapped the other countries for a sum of from 7 to 
15 milliard gold marks. The other countries were forced to 
help, for, holding securities, they were bound to take an interest 
in keeping up the value of the mark. 

The Germans proposed to send well-equipped labour to 
reconstruct the devastated regions in Belgium and France ; in 
the first place the French workmen would not admit of 
competition and secondly the French peasantry were sick of 
looking at German faces, thirdly French financiers preferred 
large money transactions to supplies of work, which yielded 
them no profits, and fourthly the victims themselves preferred 
to receive money and to have their bills met. But to this must 
be added that even though it had not been impossible (for 
the war revealed the fact that a million men can be trans¬ 
ported and kept in a foreign country), it would have been costly, 
for the Germans who were to reconstruct Belgium would have 
to have thousands of houses to dwell in, besides their food, 
and it was possible that this would have cost more than 
their work was worth. 

Finally, Germany could be treated in the same manner as 



UNSETTLED PROBLEMS 


243 


England once treated Ireland, where people, living outside 
Ireland, owned Irish land and drew the income therefrom. 
Could not the Entente or its citizens hold mortgages on German 
land and factories and receive their interest annually on these 
investments ? Certainly ; but the interest must be paid in the 
produce of the German works. It would have worked well, if 
Germany had had large stocks of raw material or if she produced 
a surplus of foodstuffs. For these there was a need, but finished 
goods were not very palatable. When it is a question of very large 
sums, it is in fact impossible to pay the principal and difficult 
to pay the interest when the creditor is a foreigner. Mr. Moulton 
of " The Institute of Economics ” insists that it is one question 
what taxes can be borne by the German people, and quite 
another question, how much of these taxes can be exported 
abroad without compensation ; the tax paid in paper-mark, 
has to be converted into goods or foreign bills of exchange. 

The annual income of the German citizens is between 
25 and 30 milliards gold marks if production goes on 
normally. Why could not 10 milliards be saved out of this huge 
income ? Now, one part of a country's savings must take 
the form of an expansion of the internal means of production, 
corresponding to the increase in the numbers of the population ; 
another part of these savings is not a real saving but is only 
capitalisations, based on increased rents ; there remains as a 
maximum 3 milliards as the surplus which a Germany working 
normally and undisturbed, can waive for the benefit of the 
allied powers. That part of German production which can 
be exported amounts to 12-15 milliards, including the profits 
made on tourists, shipping and the interest on German capital 
invested abroad; but these exports must cover very necessary 
imports of raw materials and foodstuffs for German Industry; 
again we find 3 milliards as a maximum ; but will the Entente 
accept from Germany a surplus export worth 3 milliard gold 
marks in goods; the English unemployed may supply the answer. 

From 1919 to 1923 Germany had a deficit on its foreign trade 
of 11 milliards and she has paid 2 milliards on account of 
reparations in gold and bills of exchange. These 13 milliards 
have been more than covered : 3 to 4 milliards by the so-called 
invisible revenues, the return on capital invested abroad and 
from shipping, from tourists and the sale of works of art 3 
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milliard marks have been made, and 2 milliards' worth of gold 
and precious stones have been exported abroad; Germans 
have had credits abroad to the amount of some 2 milliards ; 
notes and claims on German banks to the amount of some 
10 milliards gold marks have been exported; of these 2 or 
3 milliards may have returned to purchase real estate and shares 
in Germany Further there have been sold to non-Germans 
real estate and shares in Germany to the amount of 3 or 4 milliard 
gold marks ; in the large suburb of Schonberg, near Berlin, 
in 1923 one-third of the house property is in the name of foreigners. 
Thus since 1919 Germans have acquired 20 milliards of foreign 
values, 12 to 15 milliards of which covered their deficit 
and cash payments abroad. It is probable that the Germans 
have got a couple of milliards more from their foreign trade 
than is shown by the official figures, and in that case there would 
be 10 milliards abroad in Germany's favour, and this, in 
my opinion, is the maximum of the emigration of capital. 

This flight of capital took place in this way, that German 
property was sold to foreigners and the amount realised was 
left in foreign banks, and also that proceeds from exports 
were handled in a circuitous manner : a German factory sold, 
at a time when the mark stood at a penny, goods to the amount 
of 100,000 marks, which it entered in its books. These goods 
were sold pro forma to a straw man who was not in business 
and was not compelled to show his accounts ; he allowed these 
goods to go to England and in exchange for them received 
£840, the half of which he left in London. This method 
of sending the capital across the frontier is also evidenced 
by the variations in Germany's exports. These exports deal 
with one lot of goods and then with another, apparently with 
such goods whose price, at the time of export, show the greatest 
difference between the cost of production in Germany and the 
world-price. (“ Currency Dumping ".) 

The Dawes Plan. —The Germans failing to fulfil the covenant 
called forth the occupation of the Ruhr; when the German 
republic understood that France really could draw more than 
its expenses from the occupied district, it was ready to negotiate 
and accepted the Dawes Plan : in 1924-25 Germany will have 
to pay one milliard gold marks; of this amount 800 millions 
were taken from a loan at 7 per cent, not guaranteed, but funded 
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and offered in London, New York, and unofficially in Paris. 
The cash remained at the disposal of the Reichsbank, which 
issued notes to the same amount. These notes were used in 
payment of coal and raw materials that went to the Entente 
as indemnity payments. As the note circulation was too small 
—as in all countries after heavy inflation—this increase of the 
note issue did not cause inflation. Germany is to pay in amortisa¬ 
tion of reparations and interest 1,200,1,200 and 1,750 million gold 
marks and in 1928-29 2\ milliards and so on for 10 years 
(then a new agreement is to be made, as the fixing of the 
amount of the indemnity has been put off). The annual 
sums are procured as follows :—(1) about 660 millions from 
the railways, (2) 250 millions from German Industry, (3) 390 
millions from a tax on transport and (4) the remainder by the 
current budget which, from 1928 onwards, is supposed to be 
able to dispense with 1 milliard for this account. (1) A 
“ deutsche Reichsbahnengesellschaft ” has been formed to 
farm and work the German lines until 1964 ; these rail¬ 
ways are by the way well kept in repair. The company 
will issue bonds for 11 milliard gold marks which shall be set 
aside in the hands of a trustee who controls all these bonds 
in the name of the Allies; to these are to be added another 
500 million preference shares. The railways are to pay interest 
and amortisation on these securities as well as on 1,500 million 
other preference shares which are to represent further investment 
of capital in the railways. Finally Germany and the individual 
States shall receive 13 milliards in capital shares, on which no 
interest is to be paid before the 11 plus 12 milliards have received 
at least 5 per cent. The gross revenue from the railways is 
estimated optimistically at 3 milliards—it is true that the 
tariffs stipulated were very high and that a foreign delegate 
specially appointed by the Allies, could demand their increase. 
(2) A general mortgage is put upon German Industry to the 
amount of 5 milliard gold marks in bonds issued by " Bank 
fur deutsche Industrilobligationen ”, which holds individual 
mortgages to the same amount, distributed over the diverse 
industrial undertakings in proportion to their taxable capital 
value. These mortgages are amortised by 1 per cent, per annum 
and are administered by the aforementioned trustee in the 
name of the Allies. (3 and 4) As regards taxation on transport 
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and the surplus of the budget, the German government is com¬ 
pelled to effect certain obligatory increases of taxation (wine, 
tobacco, beer, alcohol and sugar) and of certain tariffs to 
ensure a budget surplus. According to experience so far 
obtained, it must be taken for granted that when the Ruhr 
District has been handed back, every German will shed dry 
tears if it t? found that the budget cannot do without the 
milliard required, and on this both aristocratic and democratic 
Germany will be in agreement, the first on principle and the 
latter because the increase in taxation and in tariffs, destined 
to render possible the annual payment of the last milliard, 
will weigh heavily on the shoulders of the lower half of the 
population. It is natural that among the conservatives those 
representing Finance and Heavy Industry in Germany broke 
away and voted for the accepting of the Dawes Plan : (a) parlia¬ 
ment is to be fettered, (b) the railways came partly under private 
control, (c) the Ruhr district will return to Germany—and 
(d) no guarantee will be furnished that the Entente will receive 
out of reparations more than the capitalised value of the railway 
and industry bonds and the tax on transport, some 20 milliard 
gold marks—all being the wishes of the conservatives l 
And no more than the 20 milliards worth will ever be 
paid 1 Dr. Helander in Kiel makes an estimate of 40 milliard 
marks, as far as the German government is under obligation 
to hand over to the allied creditors the proceeds of customs and 
internal dues (wine, alcohol, sugar, etc.). 

The New Gold Mark. —The Dawes plan presupposes a budget 
balance and a monetary reform. 

The position was untenable so long as the government could 
apply to the Reichsbank in order to cover the deficit in its 
budget; the figure representing the number of banknotes 
increased every week by an additional nought (0). At the 
beginning of the month of November, 1923, the quantity of 
notes had reached 500 trillions (the figure 5 followed by 20 
noughts!), in 1924 this figure was trebled : then one dollar 
could purchase billion marks ; the Reichsbank let the dollar 
drop to 4*2 billion paper marks; at this the rate of exchange 
was stabilized. At the same time agriculture was burdened with 
a gold mortgage, the interest and amortisation of which were 
to be the basis of a new currency : the rentenmark, 1,200 million 
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gold marks of which were immediately issued in notes; the 
maximum issue of these, which has not yet been reached, is 
fixed at 3y milliards ; a considerable proportion of this issue 
was immediately placed at the disposal of the treasury. 
1 Rentenmark = 1 billion paper marks, viz. 1 dollar == 4.2 
billion paper mark = 4.2 rentenmark. For the purpose of 
easing the consequent deflation it would undoubtedly have 
been better to fix 1 rentenmark = 20 cents; leaving out of 
consideration the fact that the new gold mark is the equivalent 
of the 1914 mark, which raises the question whether all debts 
contracted before the war should not be repaid in gold marks. 
After this there were thus in circulation the old paper mark , 
which effected a good part of the retail trade, the rentenmark 
with which was effected another part of this retail trade and 
part of the wholesale trade, and finally much of the currency 
of neighbouring States was made use of (Danish, Swedish, 
English, Dutch and Swiss currencies). The dollar was the 
unit of calculation for most of the contracts concluded in Industry 
and Commerce. Workmen received their wages calculated 
in rentenmark, although these wages were reduced in comparison 
with those of 1914 ; things have somewhat improved in this 
respect, so that one can say that the workmen at the end of 
1924 have in gold mark practically the same wages as in 1914, 
but the level of prices is more than 50 per cent, higher, even 
though there are still in Germany some controlled prices, among 
others those for house-rent; on the other hand owing to the 
extensive application of the consumption taxes there is a heavy 
burden on small incomes. 

Already in 1923 deflation had started in Germany; although 
it did not continue very long during 1924, the mere fact that 
inflation had stopped was sufficient to produce a percentage 
of unemployment and a number of bankruptcies, corresponding 
to those which took place in the U.S.A., England and the neutral 
countries from 1920 to 1922. The development of the note 
issue is interesting; at the end of November, 1923, their value 
(inclusive of small coinage) amounted to 1,584 million gold 
marks; in June, 1924, this had increased to 3,130 million 
gold marks, of which about 1,100 millions were in ordinary 
Reichsbank-notes and 1,772 millions in Rentenmarkscheine; 
in August there were besides 2 milliards in rentenmark notes 
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(issued for 1,392 trillions in Reichsbank-notes) the gold reserve 
amounted to 516£ million gold marks and 238 millions in 
Rentebank notes. However, this arrangement is to be changed : 
in accordance with the laws passed in the autumn of 1924 the 
“ rentenmark ” is to be called in before 1935 ; for this purpose 
the Empire is to give the Reichsbank 60 million gold marks 
per annum jgid its quota in the surplus in the Reichsbank. 
The Rentenbank is to hand over the interest on mortgages on 
country properties. The Reichsbank must bring about by 
degrees the liquidation of the Rentebank ; it has itself authority 
to issue notes for 50 years, whereas four private banks of issue 
in Bavaria, Wurtemburg, Saxony and Baden are to be allowed to 
issue a total sum of 194 million gold marks in notes ; the capital 
of the Reichsbank is to be increased from 2 to 300 millions. 
The highest authority is de facto a Board, composed of 6 Germans 
elected by the shareholders and of 7 foreigners appointed by 
the central banks of England, the U.S.A., France, Belgium, 
Holland and Switzerland; this Board elects the President 
of the Bank, who is himself a member, and a foreign commissioner 
to control the issue of notes. The regulations as to the loans 
the bank is empowered to give are very severe. The reserves 
must consist of 30 per cent, in gold, 10 per cent, in foreign 
exchange and 60 per cent, in first-class commercial bills 
of exchange. From a certain date to be fixed later the notes 
must be redeemable ; however, the bank can choose only to 
redeem in bullion or in foreign securities. The credit restriction 
being rather severe, the note circulation is insufficient, which 
may account for 2 million men out of employment (1926). 

The State loan of 800 million gold marks was fully subscribed 
in October, 1924; at the same time German Industry procured 
for itself large loans in the U.S.A. to allow it to carry on ; it 
is ready to enter into competition or collaboration with other 
world industries : in September, 1924, we already had the 
first post-war international cartel in which Germany took part. 
The French and German Potash Mines have come to an 
agreement on their output and their sales propaganda in North 
America. Helferich estimated the national capital of Germany 
in 1913 at 300 milliard gold marks and the national revenue 
at 40 milliard gold marks; Harvey Fisk to-day puts these 
figures down as respectively 240 and 32 milliard gold marks (?). 
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In 1913 the Germans owned about 20 milliard gold marks 
in foreign securities; there are people who think that, with 
the flight of capital, Germany has succeeded in investing abroad 
permanently or provisionally a larger sum ; in point of fact 
German capital is to-day active in Central Europe and in the 
Balkans. Towards the end of 1925 a new crisis set in, in spite 
of a stable level of prices ; for years nourished with the fever 
diet of inflation, industry and trade could not digest ordinary fare. 

The New Austria. —The financing of the Great War was 
carried out in Austria on the same lines as in Germany and 
partly under German control; it is sufficient to recall that 
the national debt of the dual monarchy, which amounted 
before the war to 18 milliards (7 for Austria, 5 for Hungary 
and 6 for the common debt), had been doubled 7 times over 
by April, 1919. After the separation the debt of both countries 
increased; in 1922 in Austria it had reached l£ and in 1923 
16£ billion Austrian crowns. Owing to the quite anarchical 
conditions reigning in Hungary the official debt of this country 
only reached one billion Austrian crowns. 

The new Austria had but 12 per cent, of the area of the dual 
monarchy and the number of its population was 6§ millions, 
at least § millions of which have immigrated from Galicia and 
other countries, whereas the dual monarchy had a population 
of 52£ millions. New Austria had retained £ of the industrial 
production of the dual monarchy, but on the other hand it 
had lost not only the coal mines and petroleum wells but also 
the great agricultural areas. This greatly reduced Austria 
both in power and in territory. According to the Treaty of 
St. Germain it had to take upon itself the whole of the war 
debt of the Austrian Empire as well as a proportional share 
of the pre-war debt; the note circulation which stood at 24 
milliards in July, 1918, had increased to 54£ milliards in 
December, 1919. The new State had practically no revenues 
and had to run its finances, which were burdened by heavy 
doles to a population which could not produce sufficient for 
all, by resorting to a reckless inflation, owing to which the 
dollar came to be quoted in August, 1922, at 84,000 Austrian 
crowns. After the separation of Hungary and when the new 
individual States had taken over their share of the note debt 
of the monarchy, the note circulation of the Austrian bank 
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amounted to 17 milliard Austrian crowns, at the end of the 
year 30£, in June and December, 1921, it was 50 and 175 milliards 
respectively, exceeded 500 milliards in June, 1922, to be doubled 
at the end of that summer. 

After many attempts at restoring the finances Dr. Seipel , 
the Christian-socialist, was made chancellor. The social- 
democrats jjJio had been in power until then had not succeeded 
in obtaining a balance, and Dr. Seipel resolutely adopted the 
only possible course and placed Austria under the tutelage 
of the Entente. 

By the protocols of Geneva of the 4th October, 1922, Italy, 
France, Czecho-Slovakia and England promised to guarantee 
84 per cent, of an international loan of 650 million Austrian 
crowns (about 10 billion paper crowns), the remainder of the 
guarantee being provided by Holland, Switzerland and Sweden ; 
the subscription to the loan was a success ; some of the proceeds 
of the loan were utilised to cover a few temporary loans, which 
Austria had obtained as help from various States, among others 
Denmark, and the remainder was to be controlled by the 
Dutchman, Dr. Zimmermann, a commissioner-general appointed 
by the League of Nations, who was to place this amount 
by degrees at the disposal of Austria to be employed in the 
way he should consider productive ; the loan was not to be 
employed to cover current deficits. As a guarantee for the 
interest and amortisation of this loan, Austria pledges her 
customs duties and tobacco monopoly, and if these are not 
sufficient, such other State revenues as should be demanded 
by the guarantors, such as the salt mines and the railways. 
As regards the pledged State revenues and others, the 
guaranteeing powers can demand a special administration; 
this has already taken place as regards the tobacco monopoly 
and also later regarding the salt mines and the 6,200 kilometres 
State Railways (including the Southern Railways). At the 
same time the duty was imposed on Austria to organise a normal 
budget and to obtain a balance before the end of 1924, in the 
first place by bringing down expenses, reducing relief to workmen 
and by cutting down the number of civil servants and function¬ 
aries, the number of whom had been swelled by the Germano- 
Austrians that had been recalled or who had fled from the 
ceded provinces: these two items of the programme have 
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been carried into effect, some 100,000 officials have been dismissed 
and social expenditure has been considerably reduced; even 
the standard of wages in gold was in December, 1924, but 
one-fourth of what it was in 1914. Then Austria was to raise 
its customs duties, her transport tariff and the price of her 
monopolies, and could not, without the authority of her 
guarantors, afterwards reduce her taxes, duties or tariffs. The 
parliament had to abandon its controlling rights and permit 
the government to bring by means of " decrees ”, financial 
and administrative legislation into line with the wishes of the 
guarantors. The Austrian budget amounts to some 500 million 
Austrian crowns in gold, and in 1924 the balance was obtained. 
On the other hand nothing has been done to reduce the internal 
debt. Without the authority of the guarantors Austria cannot 
contract loans, issue paper money or alter the charter of the 
“national bank of Austria”—a private bank with a capital 
of 30 million gold crowns that came into existence at the end 
of 1922, and on the board of which sits a foreign adviser; it 
has taken over the note debt of the former bank, and its object 
is to create a gold fund. The year 1923 began with a note debt 
of more than 4,000 milliards Austrian crowns; on the other 
hand there was in hand foreign currency to the amount of 
500 milliards (according to the rate of exchange). At the 
end of the year the note circulation amounted to more than 
7,000 milliards. But at the same time an increasing proportion 
of these notes was covered by foreign values ; in December, 
1923, the gold reserve amounted to 6£ million Austrian gold 
crowns (equivalent to 84 milliard paper crowns) and the bank 
held in foreign currency a note reserve exceeding 50 per cent. 
The rate of exchange was actually successfully stabilised; 
from 84,000 Austrian crowns to the dollar, the exchange gradually 
came down to 70,000 paper crowns to the dollar and there the 
paper crown has remained stationary for more than two years. 
By the law of the 20th December, 1924, the gold schilling (S) 
was made the standard coin ; this was at 0.2117 grammes, 
divided into 100 groschen, 10,000 former paper crowns were 
the equivalent of 1 schilling; for the moment only coins of 
100S are minted; the Bank has to redeem in gold, but only 
in bullion. To keep a check on the finances the National Bank 
is the State cashier; any amount paid in or paid out was 
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to be made through the bank and in this way they could be 
checked by the guarantor States, represented by an international 
Committee of Control; the latter has the right to demand 
all information on fiscal and administrative matters and to 
insist on such decrees being passed as are necessary in the 
interests of the guarantee. 

With all these restrictions, which not only bind the government 
but also parliament for a number of years Austria retains, says 
the first protocol, control of her own financial and commercial 
policy but cannot make preferential treaties. 

The trade-balance had greatly improved, but is still negative ; 
the international balance of payments on the other hand is 
positive, the flight from the crown has ceased and the money 
invested in foreign securities and bonds is coming home again ; 
further Vienna has great revenues as the centre of finance 
for Central Europe and the Balkans. The Austrian upper 
class is probably just as well off as in 1914 ; the Austrian lower 
class bears the consequences of the war in the form of a low 
standard of living, “ everything quiet in the Schipka Pass ”—to 
quote the designation of Wereshagin’s famous painting. 

In the autumn of 1924 a similar arrangement was made 
for Hungary, who had lost two-thirds of her population. The 
Commissioners of Reparation gave up their pledges (the Crown 
revenues) and fixed the indemnity at 200 million gold kronen. 
By the general settlement of 1925 provision was made for the 
stabilization of the currency and the balance of the budgets ; 
a loan of 250 million gold kronen was subscribed to by foreign 
and home finance, nominally at 7J, actually at 10 per cent. 
The bank closed its doors, but a State institution took over the 
note issue, which had to keep the rate £1 = 346,000 paper 
kronen. The Commissioner-General, who holds a power similar 
to that of Dr. Zimmermann, is Mr. Jeremiah Smith of Boston— 
probably not half as horrid as his name. During the financial 
year 1924-25 the trade-balances in Germany, Austria, and 
Hungary have greatly deteriorated, which is partly the result 
of capital imports, while the State finances leave much to be 
desired. In spite of the monetary stabilization, the State 
finances and the state of the currency in Central Europe must 
still be considered as being very unstable. 

Inter-Allied Debt. —Interlinked with the reparations, the 
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Inter-Allied Debt has certainly a vast political significance ; 
until 1917 England was the treasurer of the Allies and had 
continually to furnish advances ; most loans were supplied 
in war materials, and yet England had to provide the U.S.A. 
with security for deliveries to the Balkans and Russia. At 
the time of America’s intervention in the war Lloyd George 
hastened to emphasize that to be allied for war was a rather 
close affair : each one had, without petty considerations, to 
place at the disposal of all everything in his power : men, ships 
and—dollars. The U.S.A. supplied on credit the equivalent 
of some 12 milliard dollars, 2f milliards of which were in 
ammunition and as much in cotton ; in unpaid interest it has 
been calculated that 1 milliard is due to the U.S.A., and besides it 
lent England over J milliard dollars in silver to restore the 
value of sterling in China and India; in one year, more than 
a year’s world production of silver went to Asia. After the 
armistice the U.S.A. continued its loans to Europe in the form 
of supplies of goods; among other things Europe purchased 
from the U.S.A. the remnants of the war supplies it disposed 
of in 1919-20 and the U.S.A. took more than a half share in 
the 2 milliard dollars represented by the so-called “ relief loans ” 
to Central and Eastern Europe to keep the wolf from the door. 
For its loans England drew gold, as did Germany, from its 
less favoured allies partly ^s security for the gigantic loans 
received by them ; among others England drew 400 million 
dollars from Russia ; this, however, was not revealed to the 
public as this gold formally remained in England (pledged 
it is true) as a “ foreign deposit 
Europe owes America 12 milliard dollars (Belgium J, France 
4, Italy 2, Poland J and Russia as much). The U.S.A.’s claim 
on England has been fixed at 4,600 million dollars by the so- 
called Geddes Agreement; this sum must be repaid in annual 
repayments of 160 millions from 1923 to 1952, and from that 
time until 1984 at the rate of 180 millions per annum ; as under 
certain circumstances these payments can be put off, this 
agreement (also for other reasons) must be considered as 
temporary and the carrying out thereof as subject to unforseen 
circumstances ; the interest charged is 3 per cent, until and 3J 
after 1932. The debt to U.S.A. arising from the supply of 
goods, and that at a time when prices were high and without 
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a sufficient check on the purveyor's profit, it would be reasonable 
to reduce the debt on the basis of the level of prices in 1923, 
according to which it should be at least halved. The U.S.A. 
will not accept in payment France’s claims on Germany for 
4 milliard dollars due ; somewhere I have seen suggestions 
for the purchase from France of her possessions in the Pacific, 
which are worthless to her. 

The totaf international debt amounts to some 27 milliard 
dollars. Leaving England out of account all the debtors show 
great discretion as regards their debt and consequently, when 
the matter is mentioned, they consider it an expression of 
bad morals, nay worse, of bad manners. Unfortunately the 
debt cannot be settled by balancing out nor by transfer, because 
the creditor and the debtor hold different values and the latter 
is always less solvent than the former. The somewhat impudent 
suggestion on the part of Balfour to the U.S.A. in reality 
amounted to nothing less than that they should cancel the debt; 
the idea has now many supporters in the financial world of 
America, but it fails to materialize owing to the opposition 
from the farmers, weary of taxation, and because of the burden 
laid on the treasury by the old soldiers’ bonus bill. 

The sums mentioned do not include all the transactions 
between the Allies; both England and the U.S.A. demanded 
foreign securities as pledges for loans from their citizens; 
both the French and Russian governments had then to buy or 
borrow from their subjects foreign values, which finally ended in 
America as security for debts incurred in goods. The national 
capital of the U.S.A. has increased from 1913 by 15 per cent., 
calculated on the basis of the level of prices ruling in 1913; 
its store of gold has increased by 3 milliard dollars; 4 milliard 
dollars are owed by the citizens of Europe to those of the 
U.S.A., whereas in 1913 the latter owed Europe 4J milliard 
dollars ; add to this the milliard owed to the U.S.A. by Russia 
and the 12 milliards by the Allies and it will be seen that the 
U.S.A. can afford to show prudence which might even take the 
form of generosity. As a matter of fact, in 1925 the U.S.A. have 
shown this generosity to Finland, Hungary, Poland, the new 
Baltic States, and lastly to Belgium and Italy. In December, 
1925, the balance-sheet looks thus (in million dollars):— 
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Debtor. 

Creditor. 


To U.S.A. 

England. 

France. 

Italy. 

France 

4,400 

3,200 

— 

_ 

Russia 

260 

3,820 

1,320 

10 

Italy 

2,200 

2,930 

70 

— 

England . 

4,500 

— 

— 

— 

Belgium . 

500 

50 

630 

— 

Sundry States . 

550 

1,330 

1,060 

80 


France is debtor for 7,600 million dollars, creditor for 3,080, 
England debtor for 4,800 and creditor for 11,320, Italy debtor 
for 5,200 and creditor for 90, and U.S.A. the world's creditor 
for 12,780 million dollars. The terms of computation rest 
upon the base of reduced interest for many years to come ; 
the Italian debt is at an average of £ per cent, for 62 years, 
the Belgian war debt does not bear any interest. 

The reparations instalments transfer the purchasing power 
from the German consumer to his American brother, through 
the agency of reduced taxation. If history is to be relied on 
this ought to keep up the price level in the States and press the 
German prices down. Frank D. Graham takes it for granted 
that the German industrial situation will become adapted to 
the adjustments necessary by the reparations payments. “ The 
German price level will be sunk, but the price of the merchandises 
of the international trade, affected by the foreign monetary 
situation, will be high, with the consequences of the volume 
of import will decline, and the exporting industries, being 
relatively prosperous, will draw labour and capital away from the 
industries working for the home market/' (Amer. Econ. Rev.) 
Professor Graham does not lay stress upon the effects of heavy 
taxation even on the exporters. Still remembering the 5 milliard 
boom of 1872-74 I should venture a guess of a possible inflation 
in U.S.A. 

Germany's rather valueless claims on her allies—some 3 milliard 
dollars—were immediately in 1919 transferred to the Allies 
as a part payment of the reparation debt. 

Russia. —Outside the western part of civilised Europe Russia 
stands apart; her national debt in 1914 amounted to 9 milliard 
roubles (at \ dollar); a third of this represented railway loans, 
as the State not only borrowed to build railways herself, but 
also acted as a kind of mortgage bank, financing private railway 
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enterprises and taking over those of their securities which 
were not negotiable abroad. Further the State guaranteed 
more than 4 milliard roubles in private railways and in the 
banks of the nobility and peasantry (financing the breaking 
up of large estates in accordance with Stolypin's law); one 
half of this debt guaranteed by the State and amounting to 
6£ milliard was contracted abroad ; of this half France was 
a creditor for two-thirds. From an economic point of view 
it was to Russia that the war was the least costly, some 47 \ 
milliard roubles, whereas, had she not been at war, she would 
have spent 14 milliard during the three years 1915-17. Russia's 
expenditure in 1914 amounted to 4J milliard roubles, half of 
which represented payment of interest on loans and preparation 
for war. The annual expenditure during the three years 
1915-17 averaged 15f milliard roubles, two-thirds of this amount 
being war expenses and payment of interest on loans. Russia 
covered a little more than J of her expenses during the war 
by means of her normal income and the remaining | by means 
of loans ; as Russia had abandoned the monopoly on alcohol 
when the war broke out, the new taxes, such as the income-tax, 
the tax on war profits and the increased tax on necessaries 
of consumption, merely made up for the income which was 
lost by the giving up of the alcohol monopoly. 

The government first of all issued one-year treasury bills 
at 5 per cent., interest paid in advance ; it discounted these 
in the State Bank and received banknotes in exchange. When 
Kerensky fell, there were some 20 milliard roubles issued thus 
in short loans. This was only a little more than the notes 
issued by the State Bank. Further the so-called " series " 
were issued. These were known since 1830 and were a cross 
between a treasury bill and paper-money. They were issued 
to the amount of 875 million roubles, part of which were sold 
to France; finally the Czar's government raised about 8 
milliards in long loans, to which Kerensky added a “ liberty 
loan ” of more than 4 milliards ; about 1 million people sub¬ 
scribed to the imperial loans, free of tax, on which the 
holder could borrow up to 84 per cent, in the State Bank, in 
spite of the fact that the effective rate of interest varied 
about 5J per cent. Kerensky’s 6 per cent, loan was issued 
at 85 ; compared with the Russian loans of 1877 (7£ per cent.) 
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and the loans raised during the war with Japan (7 per cent.), 
the loans raised during the last war were at a low rate of interest. 
When Kerensky fell Russia's debt amounted to 27 milliard roubles 
including private loans, the State's guarantee for which now 
became effective ; of these more than J were funded; she owes 
about 9 milliards to England, who holds as security 2| milliards 
which were transferred to her partly in gold and partly in 
foreigners' debt to Russian subjects. 

Over and above the 27 milliards Russia's national debt 
was formally increased when the Soviets nationalised the 
property of foreigners in Russia. Inclusive of allied loans 
to the Russian State this country owes France at least 
3£ milliard dollars, England 4 milliard dollars, and the Belgians 
lay claim to at least § milliard; in all, foreign countries 
have invested in Russia 6 milliard dollars = 12 milliard gold 
roubles ; although from the 14th December, 1917, the Russian 
government has cancelled all State-loans and all foreign loans, 
the Soviets will in the end be compelled to seek a composition 
with Europe, but they will never pay 12 milliard gold roubles, 
even though this sum would only represent in fact one-tenth 
of Russia's national wealth, not to mention the potential reserve 
of untold possibilities contained in her soil. 

Starting in 1914 with 1,700 millions roubles, the circulation 
of banknotes was at the fall of Kerensky 18 milliards, covered 
by less than 1 milliard in gold. Both the Empire and the 
Kerensky Dictatorship had issued rouble notes, the Soviet 
government continued this in such a measure that its own 
notes came to have no value ; the old plates were digged out, 
the Czarist roubles could be printed again in an abundance, 
which annihilated their purchasing power. The lack of an 
honest medium of exchange ruined internal trade, the peasants 
refusing to accept for their produce its weight in worthless 
paper money. Lenin had reached his goal of abolishing money 
altogether by depreciating them to nothingness, but did not 
succeed in getting the commodities distributed through the 
agency of State organs or by barter. As a link in his new 
economic policy (“ nep ") he returned via a manipulated index 
rouble to the gold standard, the unit to be the Tchervonetz- 
rouble ; the National Bank issued 10 roubles notes representing 
8 grams of gold, maintaining a bullion reserve of never less than 



258 


THE SCOURGE OF EUROPE 


50 per cent.; in October, 1923, the total of money in circulation 
was 264 millions roubles, one year after it rose to 624 millions 
out of which 352 millions were banknotes, 200 millions treasury 
bills and 75 millions silver and small change. 

The State finances broke down in 1921, the expenditures 
were 26 billions and the deficit 22 billions, those figures 1,000 
times as Mgh as those of 1917. In 1922 the policy of putting 
the budget on a business basis was initiated ; even the railways 
should pay their way, the deficit was reduced from 80 per cent, in 
1921-22 to 10 per cent. 1924-25, in which year the ordinary 
expenditure totalled two milliards roubles, covered with 
ordinary revenues, half of which came from taxation 
and the other half from State enterprises, including railways ; 
the extraordinary expenditure amounts to 280 millions roubles. 
It looks as if the Soviet up to April, 1925, has contracted internal 
loans amounting to 500 millions gold roubles, part of those 
loans was on the lottery plan ; the Soviet has succeeded in raising 
the prices of the peasants’ produce and cutting down those 
of manufactured goods, but still not enough to create the 
equilibrium which the peasants are justly demanding. 

The Successor-States. —The Polish Republic began with the 
Polish mark and a quantity of State paper money which only 
amounted to 5 million paper marks; until the spring of 1924 
the State budget was run on paper money; 1920 ended with 
a mass of paper money of 50 millions, 1922 with 800 millions, 
and 1923 surpassing 600 milliards. In 1921 Michalski succeeded in 
arresting the fall of the mark ; the exchange value of the dollar 
even fell by 14 per cent., 1 dollar = 3,000 Polish marks; but 
Michalski’s strong measures brought about his fall, and a little 
while after the dollar reached 40,000 marks. In 1923 the 
minister Grabski obtained authority from parliament to govern 
by means of decrees; all taxes were now to be paid in gold 
and he set a tax on capital of 1 milliard gold francs, at the same 
time as he contracted a compulsory loan of 5 million dollars, 
of which there were many in the country, and some foreign 
loans. A new National Bank was founded which issued notes 
of 1 gold zlot ( = 1 gold franc), maintaining its parity with 
a gold covering of 60 per cent. The Polish mark was 
so far stabilised that 1*8 million marks = 1 zlot: in this way 
a circulation of 600 milliard marks was reduced to 330 million 
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zlots, to be withdrawn during 1924, while the National 
Bank filled the gap with zlotnotes, the amount of which is 
now 415 millions. This clearing up of the finances was 
accompanied by the phenomena accompanying deflation and 
by a paralysis of Industry such as is seen elsewhere. In the 
last months of 1925 the arrangement broke down ; by issuing 
currency notes the State has created an inflation, aided by 
tariff protection, and now the zlot has to try to fight its way 
upwards (?). 

Of the note-debt of Austria (37 milliard Austrian crowns) 
Czechoslovakia took over 1\ milliards, but the State, however, 
kept 50 per cent, of the notes handed over to pay salaries, etc. ; 
thus she started with a note debt of about 5 milliard Austrian 
crowns which, owing to the budget deficit of 1921, had reached 
12 milliards ; the rate of exchange of the Bohemian crown 
in 2 years had fallen from 5 to 1 American cent. A tax on 
capital of 5 milliards and a severe credit restriction was used 
to reduce this note debt to 8 milliards by June, 1924. The 
rate of exchange of the Czech crown rose from 1 cent to 3 J cents, 
accompanied by a violent fall in home prices ; when the crisis 
became too severe, credit was again facilitated and the rate 
of exchange of the crown was reduced to 2*9 cents. 

During the German occupation the German mark was current 
in the Baltic States under the name of Est-mark, which was, 
however, quickly displaced by a national currency. The 
government of Esthonia immediately issued 66 millions of 
Esthonian marks in notes, which in 1921 had reached 2| milliards 
with a maximum of 2 9; credit restriction caused the level 
of prices to fall within 1 year by 30 per cent., and the 
rate of exchange of the dollar fell from 388 to 329. This 
deflation seemed too violent, and without essentially reducing 
the State-notes the Bank was allowed, from 1922 onwards, 
to issue 630 million Est-marks so that in 1923 there was a total 
amount of about 4 milliards of the medium of exchange in 
circulation; this total was reduced to 3 during a process of 
deflation again resorted to; of these notes 45 per cent, were 
issued by the State and 55 per cent, by the Bank ; for a short 
time the banknotes were entirely covered, but the increase 
in the quantity of notes during the period of inflation brought 
down the percentage of covering to 15. 
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The events took a more favourable course in the other two 
Baltic States. From 1919 to 1921 Latvia began te cover two- 
thirds of its State expenditure by the issue of paper money, 
the circulation of which in 1921 reached 2\ milliard roubles; 
the foreign rates of exchange were successfully reduced and 
permitted a stabilisation by 1 gold franc = 100 roubles; the 
newly founded national bank was authorised to issue Lat-notes 
(1 Lat = 1 gold franc); the deflation brought the rouble up 
so that 1 franc — 1 Lat = 50 roubles and caused prices to 
fall between January, 1921, and August, 1922, from 177 to 
115, but the gold parity of the Lat was successfully maintained. 
In 1923 the 2\ milliards of State rouble-notes had become 
47 million Lat in State notes or double the amount issued by 
the bank. On the 1st October there was a banknote circulation 
of 22 million Lat, covered by a gold reserve of 23£ millions ; 
in the course of one year the stock of gold and of foreign currency 
held in the country was doubled. Lithuania showed the same 
development : in October, 1922, a bank of issue was founded, 
partly State-owned, which issued Lit-notes (at ten American 
cents) covered as to one-third by gold and as to the other two- 
thirds by foreign money; for the moment 76 millions of these 
have been issued. There also the stabilisation resulted in 
a crisis of deflation. In October, 1923, Danzic adopted a guilder 
as the monetary unit; the legal rate of exchange 1 pound 
sterling = 25 guilders has since been maintained. Everywhere 
in the Baltic States efforts at putting the finances on a sound basis 
have been accompanied by violent credit restrictions and discount 
rates above 10 per cent.; a common phenomenon has also been 
the striking lack of cash as an attendant to the stabilisation. 

In 1913 Finland's national debt was 173 million finmarks 
and at the end of 1923 the domestic debt amounted to 937 
million Fm. and the foreign debt to 1,478 million Fm.; in 
1923 the debt had been increased by two foreign loans, which 
brought in 650 million Fm., but it was diminished by the 
amortisation of 114 millions on the domestic debt ; the foreign 
loans were only contracted to enable the State to place foreign 
currency at the disposal of the banks, which owed the State 
itself 700 million Fm. The budget now balanced, among other 
things because the customs tariffs had been increased in such 
a manner that the customs, which in 1920 formed but 8 per cent., 
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three years later formed 22J per cent, of the budget. The 
finmark remained fairly uniform: in January, 1922, the 
dollar could purchase 55 Fm., in March 48 and in April 
54 once more; hence arose an increase in the value ot 
the finmark, an increase accompanied by all the burdens of 
deflation. The dollar now oscillated between 35 and 40 fmk. 
The issue of notes by the State Bank amounted in 1914 
to 100 million fmk., to exceed 1,000 millions after the Peace ; 
from 1921 the average figure has been 1,400 with 1,550 as a 
maximum in March, 1923. The gold covering was worth 
950 million paper marks, 600 millions of which were in foreign 
currency, and 350 millions in gold (equal to 43 million gold marks). 
From 1st January, 1926, the finmark has been stabilized at 39*70, 
and the suspension Act recalled. The State finances are in an 
excellent condition, the budget shows a surplus and the debt per 
head, expressed in dollars, is only one-third of that of Norway. 

The last decade has not given us new or startling experiences 
in the realm of politics or in public finances; history is 
repeating herself—only in another scale. And yet we stand 
perplexed before the problems, blundering and muddling 
through, where a perusal of history at once should put us on 
the right track. Gibbon's bitter impeachment of history as 
an uninterrupted tale of human folly and crime is confirmed 
by the latter days’ events. The last fifty years’ inventions 
have put formidable powers—says Professor von Wieser—in 
the rough hands of barbarians, who neither in morals nor in 
political thoughts have kept pace with the development of 
the technical sciences. Well, let us stick to the optimism 
of our fathers and, with Sir Oliver Lodge, remember that mankind 
has existed for myriads of years, but has only been intelligent 
for a very short space of time. 
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CHAPTER XXII 


England 

The Wax. —In contrast with the other belligerent European 
powers England from the very beginning of the war gave the 
screw of taxation a turn ; the largest pre-war budget revenue 
had amounted to 200 millions sterling; from 1915 to 1919 the 
total revenue amounted to 2,733 millions and from 1920 to 
1922 3,890 millions, a total of 6,623 or 830 million pounds per 
annum—that is four times the peace-time revenue ; if we take 
into consideration the fall in the purchasing power of money, 
this would mean only double taxation. As Great Britain's 
war expenses amounted to some 9 milliard pounds, the revenues 
were insufficient; the expenditure over the two periods was 
respectively 9,593 and 3,940, or a total of 13,533 millions 
sterling or 1,700 millions per annum. In April, 1915, the debt 
had increased to 1,165 millions and in 1916 to 2,197, in 1917 
to 4,063, in 1918 to 5,921, in 1919 to 7,481 and in April, 1920, 
it had reached 7,880 million pounds sterling; in this way the 
debt during those years had increased by more than 7 milliards. 
It was not only as to taxation that England acted in contrast 
to the other Allies, but she did not make an excessive use 
of the Bank of Issue. The note circulation increased, it is 
true ; in 1913 it amounted to 30 million pounds, in 1918 to 
70 and in 1920-22 to 128 millions on the average : this increase 
kept pace with that which took place in neutral countries, 
but with this difference : that there always existed a more 
than 100 per cent, gold covering for the note debt. This was 
due to the fact that, in contrast with the custom in Denmark, 
England always had large quantities of gold circulating among 
the population and this gold was now sucked up by the bank. 
The fact that the amount of notes m circulation was quadrupled 
did not mean a quadrupling of the media of exchange, because 
the notes partly replaced the gold which had been called in; 
the English Colonies kept up their gold production and England 
received gold from her Allies. However, the matter did not 
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end here ; for the treasury issued the so-called “ currency- 
notes ” of which there were still 300 millions in circulation in 
March, 1922, covered to the extent of 16 per cent, by gold or 
banknotes, and as regards the remaining 84 per cent, by 
Consols ; the treasury notes were legal tender and holders thereof 
could demand that the notes should be redeemed in gold, which, 
however, coijld not be exported. By the terms of the same 
“Currency and Banknote Act” which suspended the redeem- 
ability of banknotes, the State had acquired the right to 
issue the first State paper money in England's history. In 
the autumn of 1914 there had been issued in all 68 millions 
sterling of these two kinds of notes, in 1917 264, in 1920 about 
500, and in 1922 430 millions ; but the quantity of money 
had not increased so greatly as in France, and consequently 
inflation did not take place to the extent it did in other 
countries, leaving out of consideration the fact that inflation 
was checked by means of a truly excellent policy of price control 
which, both by its efficiency and by the loyalty with which 
it was supported by tradesmen, was far superior to that of 
the Norwegians and Danes. It was only after the war that 
the rate of exchange of sterling fell with respect to the dollar 
to 75 per cent.; in 1922 it rose to over 90 per cent.; whereas 
there was no agio on English gold coin, bullion from 1916 onwards 
was constantly sold above par. 

England had heavy outlays; inflation naturally increased 
civil expenses ; the State provided large subsidies for the so- 
called key-industries and to supply bread to the population 
at low prices; the war absorbed milliards ; further England 
had to bear part of the financial burden of the war for her colonies 
and her allies : for this 2,100 million pounds sterling are still due 
to England. Finally after the war England had among other 
things to lend 30 millions to Austria and Belgium for relief and 
reconstruction purposes ; these claims cannot for their whole 
amount be set off against the debt, her Allies showing faint willing¬ 
ness to pay. The State also holds various shares, etc., amounting 
to 144 millions, which can be set off against the debt, for example, 
19 J million in Suez Canal shares, § million in Cunard shares, 
5£ million in the Anglo-Persian Oil Co., If million in British 
Dyestuffs and 20 million of its own bonds. Against this must 
be set that England guarantees various doubtful foreign loans 
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for Turkey, Greece and Mauritius, 21 millions, for the Transvaal 
and the Sudan 50 million, for Austria 1 million and for English 
municipalities and for local institutions 361 million pounds 
sterling. 

The Armistice. —In 1920-21 245 million pound sterling 
were repaid, an effort which finds its parallel in Sweden alone; 
but the debt increased owing to conversions of interest, in which 
a lower rate was obtained by increasing the principal. The 
national debt, including the administrative debt, but excluding 
30 millions in bonds, which have been bought up by the 
" Debt Commissioners ” or given in payment of the Legacy 
Duty (for the latter can be paid in State securities) amounted 
to 7,820 millions on the 21st March, 1923. This debt was 
distributed as follows (in million pounds sterling) :— 


1. 2J and 2|% Consols 

2. 3J% to the Bank of England 

3. Terminable annuities 

4. Floating (advances) Debt 


5. War Bonds 

(3*%) • 

63 ( 

,, 1928). 

6. „ 

(4}%) • 

13 ( 

„ 1925-45). 

7. 

(5%) • 

2,030 ( 

1929-47). 

8. „ 

(4%) • 

65 ( 

,, 1925-42). 

9. Funding loan 

(4%) • 

400 ( 

„ 1960-90). 

10. Conversion loan 

(3*%) • 

684 ( 

„ after 1961). 

11. Exchequer bonds 

(3%) • 

14 ( 

„ 1930). 

12. 

(5%) • 

135 ( 

„ 1925). 

13. National War Bond 

(3 to 5%) 

953 ( 

„ 1925-29). 

14. Treasury bonds 

(4 to 5%) 

411 ( 

„ 1925-31). 

15. Victory bonds 

(4%) . 

353 (by yearly drawings). 

16. Treasury bills . 

. 

616 


17. National savings certificates 

354 


18. Debt to U.S.A. 


1,026 


19. Debts to other countries . 

150 


20. Administrative Debt and Advances 

80 



3001 fixed and funded. 
13} 

13} 

194 (maturing 1925). 


Mr. Austen Chamberlain in 1918 seemed prepared to raise 
a tax on capital for the amortisation of debts, but the City 
frightened off the constitutional parties and now only the 
Labour party has accepted the plan for an early amortisation. 
On the other hand a series of consolidations were carried out, 
the last one at the end of 1924 (No. 12), in which the reduction 
of the interest to 3£ was made acceptable by the payment 
of 45s. per 100 pounds plus J of a year’s interest. For some 
time it appeared as though England would adopt a hesitating 
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policy as regards the payment of the milliard owed to the U.S.A., 
but by the so-called Geddes Agreement an arrangement was 
arrived at on terms which England has so far fulfilled. 

The above list shows a wide range in the kinds of loans. The 
war was begun by issuing securities at a low rate of interest, 
but to keep the people on the alert offers were made at 4, 4£, 5 
and even 6^®r cent., besides a profit on the purchase price and 
a premium at drawings. The loans were relatively short-term 
ones and the conditions of renewal became harder. The most 
important issues were the so-called War Bonds which in 1917 
were succeeded by National War Bonds ; during the War 
Exchequer Bonds were issued, which were called in in 1919. 
Short-term Treasury Bills were largely used during the first 
two years of the war; after this they were given up and in 
1919 resorted to once again ; in 1920 they were replaced by 
Treasury Bonds at 5 per cent. In the same year a few loans 
were converted into Conversion Bonds at 3| per cent.; two 
other conversion and consolidation bonds were the 4 per cent. 
Funding Loan and Victory Bonds. Finally during the war 
War Savings Certificates were issued and in 1920 these were 
replaced by National Savings Certificates. The war involved 
many temporary advances from the Bank of England ; in 1919 
these amounted to more than 450 millions, but they were repaid 
in the following year, to be taken up once more in 1921. In 
1923 the so-called “ Ways and Means Advances ” had reached 
some 260 millions sterling. During the war the usual Current 
Administrative Debt was contracted, annuities were amortised 
as usual and new annuities contracted, but not in connection 
with the war; no Consols were issued, on the contrary in 1915 
Consols at 2\ per cent, were exchanged for war loan stock at 
per cent, so as to make on the difference a profit of 70 millions; 
finally in 1917 War Expenditure Certificates were issued, only 
to be withdrawn in the following year. Further there is a loan 
(and repayment) from Canada, and from the United States 
(over 1 milliard sterling). By degrees more than half the 
national debt has been converted into loans the repayment 
of which is not due for a long time. 

The Bank of England had to undertake the different issues 
but was able to sell a large proportion; thus the Bank was 
intimately connected with the State's finances, not to the same 
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degree as the note-banks of the continent, but nevertheless 
more so than was compatible with its position as the world's 
banker. 

To an impartial spectator England's repayment and conversion 
policy seems casual enough ; sometimes conversions are effected 
at a higher rate of interest so as to obtain a profit on the high 
price of issue, and sometimes the opposite measure is adopted 
and the principal is increased so as to economise the premium 
at drawing and to reduce the burden of interest , as for example 
when, in 1921-22, 164 million National War Bonds were 
exchanged for 3£ per cent. " Conversion Bonds ", into which 
in the following years the 5 per cent. Treasury and National 
War Bonds too were converted ; but there are also cases where 
conversions were effected at a loss, viz. : in those cases where 
the debt had to be repaid at once or in the course of a few years, 
and it was desired to have a longer period for amortisation, 
or in those cases where a conversion, favourable to the creditor, 
was based on an increase of his loan to the State ; it was always 
a question of making new loans and extensions more and more 
attractive. As to the very short-term Treasury Bills, a zigzag 
policy was adopted which necessitates further explanation. 
In 1922-23, 3*1 milliards of these bills were repaid and 2*8 
milliards were issued in new bills : at the end of 1923 there 
were still outstanding 800 millions. Whereas the floating 
debt before the war was practically nil, it amounted in 1916 
to 773, in 1922 to 2,160 and at the end of 1923 to 1,650 million 
pounds sterling. When the treasury renounced selling 
Treasury bills, it took to advances with the bank; Treasury bills 
and advances in 1919 amounting to 6£, were in 1923 reduced to 
4 milliard dollars. 

Just as in the other countries England's budget has increased 
since 1914. During the last years of peace current expendi¬ 
ture had reached 200 million pounds; in 1920-22 the average 
was 1,275 millions, which was successfully reduced in 1922-23 
to 914 millions, 35 per cent, of which, viz. 323 millions, was 
absorbed in payment of interest on the debt; 30 millions 

were taken up by roads, local grants, the civil list and certain 
pensions to private individuals, the latter two items forming 
the budget of the “ Consolidated Funds 

Thus the budget is 4J times larger than before the war. 
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From the 1922-23 balance-sheet it appears that 85 million 
pounds of real debt was amortised during the year ; but this 
is not in agreement with the statement on the national debt, 
which in the same publication (Finance Accounts of 18th June, 
1923) is given as having increased by 93 millions. The difference 
in the figures must be explained by the afore-mentioned 
conversionswto 3J per cent, conversion bonds, which increase 
the principal to obtain a low rate of interest, a gain which is 
thus paid for with 85 -j- 93 = 178 million pounds and which 
can be justified when the date of repayment is fixed far in the 
future. 314 millions of various securities (4 and 5 per cent.) 
were alone converted into 432 millions of 3£ per cent. Conversion 
Bonds. In spite of the fact that since March, 1920, 450 million 
pounds have actually been amortised, owing to conversions 
the debt appears only to have been reduced by 100 millions. 

Among the belligerent States of Europe England’s position 
is the best; but a national debt which necessitates a yearly 
expenditure of 430 million sterling to pay the interest and 
amortisation thereon is too heavy a burden on production ; the 
way in which England dealt with her monetary problem made 
this burden almost unbearable. Two ways were open to her : 
the one to keep her sterling down until her debt was reduced 
to a wieldable size, the other to repay part of the debt and then 
carry sterling to parity. She has followed neither of the two. 
The waves of inflation have carried with them a stratum of 
seaweed and foam—the inflated prices of shares, real estate and 
stock, and, on the other side, a huge national debt. When the 
waves of inflation subsided, they took with them one part of the 
seaweed and foam, i.e., the inflated prices of every kind of 
property, but they left on the shore an unpleasant residue of 
public debt. 

Great Britain has returned to the gold standard and can 
visualize pre-war prices, but has a national debt ten times that 
of 1914. The leaders of her financial policy would have brought 
Britain too near to the financial level of France, if England had 
not had the latent resources of a great empire. This may be 
illustrated by the table below :— 
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Great Britain 
(Million 
Pounds) 

Pre-War Wealth . £16,000 

Pre-War National Debt . 800 1 

Present National Debt. 8,000 

National Wealth 1927 (?). 27,000 

Present National Debt in proportion to :— 

(1) Pre-war nat. wealth . 50% 

(2) National wealth 1927 . 33% 


France 
(Million 
Francs) 
300,000 
34,000 2 
500,000 
1,200,000 

150% 

40% 


During a time of prices approaching those of 1914 Britain 
will have to meet the obligations of a State debt of about one- 
third of her national wealth. This means a rate of taxation 
beyond the patience of the British people, and will compel 
the Government to encroach on the bare necessities of life of 
the man in the street. It also means for at least one year a 
paralysis of industrial output and a transfer of material wealth 
from the active to the passive capitalist, i.e., from the share¬ 
holder to the bondholder. But France fares worse; she is in 
a position beyond the powers of an ordinary parliamentary 
Government. 

1 Or 5 per cent, of wealth. 

2 Or 11 per cent, of wealth. 









CHAPTER XXIII 


The United States 

The Inheritance from the Civil War. —Before the revolt 
the English Colonies in America had contracted a bond-debt and 
issued paper money ; Massachusetts had so increased her paper 
money from 1690 to 1749 that it rapidly lost its purchasing power ; 
in 1749 the notes were reduced to one-eleventh of their nominal 
value and exchanged for the silver dollar. During the revolt home 
and subsidy loans were contracted and supplemented by a French 
gift of 1| million dollars; but the chief means adopted was 
paper money, the issues of the individual States amounted to 
210 millions and those of the Union to 360 million dollars; the 
paper dollar consequently had to fall; in 1779 one silver dollar 
could purchase 38 paper dollars, in the following year 100 and 
once in 1781 1,000 ; then they were withdrawn and every 100 
dollars exchanged for 5 dollars in interest-bearing certificates ; not 
many were forthcoming as valueless paper money had been used 
as wallpaper and labels. After having consolidated the debt and 
instituted a sinking fund, the Union saw its debt reduced to 
84 million dollars, which was brought down by a half in 1812, 
when the Three Years' War with England broke out; loans 
were then raised for 67 millions, and 23 million dollars of paper 
money were issued with the result that in 1816 the debt 
amounted to 127 millions. The United States has always 
carried on a very energetic amortisation policy, and in 1835 
the whole of the national debt was done away with; but the 
Mexican war in the 'forties necessitated a loan of 55 million 
dollars. 

The Civil War began with a debt of 60 millions; taxation 
cannot be instantly made proportionate to the expenditure, 
and it was only in 1865 that new and heavy taxation (custom 
duties) was levied ; then the national debt amounted to 2,846 
million dollars, of which only little more than 1 milliard was 
long-term debt, another milliard consisted of interest-bearing 
rapidly maturing treasury notes, and 460 millions were State 
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paper money which in 1865 had but an exchange value of 45; 
the issue of non-interest-bearing State-notes had begun and 
these were later exchanged for the green-backs, redeemable 
on principle but not in fact. In 1864 a compulsory 
exchange-rate was instituted, and gambling in gold and 
foreign currencies was forbidden. After the end of the Civil 
War the debt was consolidated and reduced—in 1868 to 
2,484 million dollars. The idea was to call in all the green¬ 
backs, which was the programme of the so-called Contrac- 
tionists and Deflationists ; the Inflationists, however, were the 
more powerful and in 1874 there were still 347 million dollars 
in green-backs with a metal reserve of 150 millions. The gold 
agio, which in the beginning of the 'sixties was still 50 per cent., 
had now disappeared. During the following 25 years the 
States balance-sheet showed a surplus—in spite of old soldiers' 
pensions ; it was then possible to reduce the national debt— 
in 1890 to 1 milliard and in 1892 to 585 millions. But from 
1894 to 1909 the State had a permanent deficit. The Cuban 
War expenses were met by an increase in taxation ; of the 
total State revenues from 1897 to 1901, 2,425 million dollars, 
the half was due to new taxation, but it was found impossible 
to adhere entirely to the principle of letting the war period 
bear the burdens of the war and the century ended with 
a national debt of 1 milliard, the average interest on which, 
owing to considerable conversions and consolidations, was 
only 3 per cent. 

The Twentieth Century. —The debt was not reduced in spite 
of the yieldings of the MacKinley tariff. In 1914 the United 
States' debt was 1,188 million dollars, which the war brought 
up to 25£ milliards in 1919. The war cost the U.S.A. some 
40 milliard dollars, 24£ of which were covered by loans, a figure 
which corresponds to the total expenses of the Union from 
1791 to 1913. From 1917 to 1920 the Union's current revenue 
averaged at 4,141 million dollars as against 761 in 1916. Even 
calculated on the basis of 1913 prices, taxation was trebled ; 
in 1920 the Union's revenue was 6§ milliards, 4 of which depended 
on the tax on income and excess profits; the U.S.A.'s debt 
is therefore small compared with the wealth of the nation, 
in 1923 it was only one-fifth of that of England, for quick 
repayments reduced the debt to 23 milliards in 1922, 6£ of 
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which was a floating debt and 16§ consolidated; the taxpayer 
found the large amortisations hard to swallow and eased down 
the pace of repayment. 

Of the present-day debt 884 millions date from before 1914 
(this sum includes among others 125 millions in Panama 2 and 
3 per cent, bonds). During the war a series of short-term 
loans were boated, and immediately after the war the " Victory 
Liberty Loan ”, which matures in 1926, was issued; over and above 
these have been issued gold-certificates, Treasury War-Saving 
Securities and four Liberty Loans (3J to 4J per cent.) of which 
16 milliards remain and which will be finally repaid in 1947 ; 
the temporary short-term Treasury-Bonds and Certificates 
of Indebtedness have been redeemed. Among the non-interest- 
bearing debt must be mentioned the 200 millions in United 
States’ notes, 194 millions in matured bonds and deposits by 
banks on the reserve system. From 1917 to 1920 the floating 
debt increased to 2§ milliards at the same rate as the 
increase in the quantity of notes, in spite of the fact that the 
Government did not directly make use of the banking organisa¬ 
tion for its loans, but it did so indirectly, it is true, since the re¬ 
discounting by commercial banks was the basis for the Federal 
Reserve’s note-issue. 

Several of these loans were free of tax both to the Federal 
and to the State Governments, a fact which provoked discontent, 
especially in industrial circles. The U.S.A. has also experienced 
inflation, brought about by paper money. There were issued 
in treasury and banknotes (in milliard dollars) : 



State 


Bank¬ 



notes. 


notes. 

Total. 

1914 . 

8,82 

+ 

0,08 ' = 

8,9 

1916 . 

14,35 

+ 

1,55 = 

15,9 

1918 . 

8,04 

+ 

14,56 » 

22,6 

1919 . 

5,94 

+ 

7,26 = 

13,2 


In 1921 the “ Federal Reserve Board ” instituted a policy 
of credit, the object of which was to stabilise business chiefly 
through the maintenance of a fairly stable level of prices ; this 
succeeded, and the level came to a stand about 60 per 
cent, above the 1914 level. In this way the purchasing power 
of the gold dollar came to be 35 per cent, under that of 1914; 
at the end of 1923 the ggld reserve amounted to 3.1 milliards 
as against 2.34 milliards in notes. 
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In 1924 the law granting a bonus to soldiers was voted ; 
this law will cost at least 3 milliards, a fact which will have 
a great political importance, as this expenditure made the 
farmers unwilling to cancel Europe’s debt to the Union. This 
12 milliard debt is chiefly deferred payment for supplies to the 
Allies. Besides the U.S.A. kept its troops in Europe in such a 
manner that it was the Allies who maintained them, but the 
State concerned was given a corresponding credit in the U.S.A. ; 
this credit was kept separate from loans. 

In 1922 the President appointed a “ World War Debt 
Commission " with extensive powers, to deal with U.S. claims 
on Europe ; in 1923 the Geddes Agreement was concluded with 
England, who promised to pay 4f milliard dollars—the amount 
of the debt inclusive of interest due. 

The individual States carry a debt of 1 milliard dollars as 
against 353 millions in 1880 and 235 millions in 1902. In 
proportion to the size and wealth of the population the national 
debt is bearable, 250 dollars per head ; compare this with the fact 
that every French citizens share of the French national debt 
amounts to 15,000 francs which, it is true, at the present rate 
of exchange, are worth less than 500 dollars. A tax on capital 
of 4 per cent, would give a revenue of 12 milliard dollars and 
reduce the national debt of U.S.A. to a manageable size. 



CHAPTER XXIV 


France 

Loans not Taxation. —The war cost France 200,000 million 
francs, or a quarter of the total war expenditure of the Allies. 
As in 1870 the Government drew at once upon the French bank 
of issue, which already in 1911 had promised to place 3 milliards 
at the disposal of the State in case of mobilisation. The Bank 
lent to the State partly directly and partly by discounting in 
1914 some 4 milliards of bons du tresor, the amount of which 
at the end of 1917 rose to 15 and at the beginning of 
1920 to nearly 30 milliards. This could not be done without 
the bank's note circulation being simultaneously increased ; 
in 1870 the note issue amounted to 1,350 millions, at the end 
of 1873 to 2,800 million francs, the average amount for 1878, 
when notes recovered their redeemability, and in 1882 to 2,430 
millions; after that the quantity of notes increased until it 
reached 6 milliards at the end of 1914. At the end of the war it 
exceeded 27 milliards and then went on increasing until in 1920 
it stood at more than 38 milliards. 

Besides the notes the bons du tresor did duty for cash balances 
and were a basis of credit; from 1914 to 1917 their amount 
was increased from 1| to 19J milliards and in 1919 this had 
become 30, to be doubled once more before the summer of 
1921. Further the government paid its contractors in “ bons 
de la defense nationale ” (in November, 1918, 32 milliards); 
including the emergency money issued by the towns there 
had been created in 1921, over and above the note debt, 100 
milliards in artificial media of exchange. As the pretty word had 
captured the popular imagination Ribot issued ten-yearly 
Obligations de la Defense Nationale free of taxation. Many 
of the short loans were replaced by loans at 5 to 6 per cent, 
which ran for at least ten years. 

France is the home of the passive capitalist who invests 
the surplus of his income outside his own country; its agri¬ 
culture is 25 years behind that of Denmark; it is still the country 
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of the picturesque small trader and of the nimble artisan; 
France possesses a large capitalist class, the ancestors of which 
are frequently immigrants, as is shown by their Dutch or German 
names; but above all the country's chief characteristic is 
the small, thrifty capitalist. Consequently before and until 
1914 there was a majority opposed to the tax on income properly 
so-called. 130 years after the Great Revolution France still 
had much of the stupid taxes of the ancien regime . In 1913 
the budget was balanced with 5 milliards only, 14 per cent, 
of which was provided by direct taxation, moreover by very 
out-of-date methods, whereas the national debt absorbed 21 
per cent, of the budget. The payment of interest on France's 
national debt before the war absorbed 6J dollars per head 
as against scarcely 5 in Belgium, 3§ in Austria-Hungary, scarcely 
3 in Italy, 2 in Great Britain and not even 1 dollar in Germany. 
On her debt and on military expenditure alone France used up 
8 per cent, of the annual National Income (not the State Revenue). 
If we leave out of account the payment of interest, war pensions 
and the expenses in connection with the reconstruction of the 
devastated regions, France’s ordinary expenditure in 1921 
amounted to scarcely 27 milliards, of which 45 per cent, went 
to the payment of interest on the debt and of civil pensions, 
23 per cent, for defence and the colonies and only 32 per cent, 
for her civil administration and State undertakings. In 1913 
the expenditure was 5 milliards, of which 26 per cent, went to 
the payment of interest and pensions, 37 per cent, to defence 
and the colonies and 37 per cent, to civil undertakings; from 
1913 to 1921 the expenses connected with the debt were 
increased 12 times, and expenses of her defence 2 J times. These 
figures show what to-day is the matter with France : her arma¬ 
ments , although a part of this is entered on an extraordinary 
budget which is to be paid by Germany (expenses of occupation), 
and her public debt . These figures do not comprise the “ special 
budget ” which, among others, includes the milliards for 
military pensions and which totals 25 milliards. 

Before the war France’s national debt per head was the largest 
in the world, some 34 milliards or more than her total military 
expenditure for the previous 40 years; a part of the wealth 
of the French bourgeoisie just as to-day did not consist in real 
values but in State bonds, that is to say the duty imposed 
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on the taxpayer to pay 1 milliard per annum to the crowd 
of passive capitalists. France did not finance the war by means 
of taxation but by loans; from 1914 to 1919, apart from the 
expenses in connection with reconstruction, France spent 
210 milliard francs, or 1\ times as much as would have been 
spent in peace time ; but of this only one-sixth was covered 
by taxation and by ordinary income. During the years 1920-21, 
apart from reconstruction expenses, France spent 80 milliards, 
the half of which was covered by means of current revenue 
and the other half by loans. For the years 1914-19 the current 
State revenue was only 24 per cent, above that of peace time, 
but, if valued on the basis of the purchasing power in 1913, 
it was only 60 per cent, of peace time revenue ! 

The internal debt at the time of the armistice had been more 
than quadrupled and had reached 140 milliards, whereas the 
debt to the other Allies amounted to 27 milliards francs. The 
government could perhaps find an excuse for its financial policy 
during the war; after the war this policy has been worse 
than criminal. At the end of 1921 the internal debt amounted 
to 232 milliards, more than one-third of which was floating 
debt, and in July, 1925, to 330 milliard francs, to which must be 
added a foreign debt exceeding 7 milliard dollars, which makes 
the total national debt of France up to 500 milliards of francs 
33 per cent, more than the amount at which the national capital 
was valued in 1914 and between 35 and 40 per cent, of the value 
of the present day national capital; a large proportion 
of this debt is even issued free of taxation. Since 1923 the debt 
has continued to increase considerably. This is absurd and 
hardly to be excused by the fiction that the claims on Russia, 
Belgium and the Balkans are of some value. France must either 
compulsorily reduce her debt, that is to say go into bankruptcy, 
or do the same as Germany and continue the policy of depreciating 
her currency so as to reduce in this way the gold-value of its 
national debt—or acknowledge the real state of things and try 
the capital levy. 

The forms of the French debt are curious; a 1,500 franc 
bond is called a 45 franc rente. As in many other countries 
the State has a register (“ Le Grand Livre ") in which creditors 
can be nominally inscribed so that the transfer of a State 
bond can only be made by a record in the register. Besides the 
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rentes registered in the State's account books we have various 
rentes arising from the loans raised by the Third Republic. After 
1914 loans were twice contracted at 4 per cent., once at 5 per cent, 
and once at 6 per cent. ; these loans were generally free of all 
taxation save from the ordinary income tax of 1914. Apart from 
the perpetual rentes there is an old amortisable loan, the average 
life of which, calculated from 1922, is 19 years. During the war 
two amortisable loans were contracted, at 3£ and 5 per cent. 

Further, France has contracted many special loans of various 
types, partly in 2-year treasury bills, partly in short term loans, 
bons de la defense nationale. We have still to mention the 
Credit National , organised in 1919 with a capital of 100 millions 
with the object of financing the reconstruction of the devastated 
regions, and which between 1919 and 1922 has issued bonds 
to the value of 16 milliard francs, covered by the indemnity 
to be paid by Germany. The loan is a lottery loan, the bond 
is issued at 500 francs for which in some cases 600 francs will 
be repaid. These loans are free of all taxation and, in spite 
of the fact that they are lottery loans, they bear interest. 

Towards the Abyss.—The occupation of the Ruhr was so 
to speak a financial success; in 1923 the surplus therefrom 
was 800 millions and in 1924 it is believed this will amount 
to about 3 milliards (trade control, coal tax, industry tax, 
customs duties, licences, tax on matches and oil as well as the 
revenue from domains), from which must be deducted the cost 
of the army of occupation (800 million francs). Just as little 
as elsewhere the " Bloc National ” dared to amortise by means 
of a tax on capital once and for all. It was considered sufficient 
to consolidate a part of the floating debt, for example at the 
end of 1918 by a patriotic “ emprunt de la victoire ” at 5 per 
cent, which is to be redeemed at the price of 150 per cent. In 
1919 Clemenccau’s Minister of Finance, Klotz, suggested a tax 
on capital and a compulsory loan at l£ per cent.; both schemes 
met with opposition in the press organised by the banks, whose 
mouthpiece in the Chamber was Ribot, and the suggestion 
naturally fell through. In a most casual way, things were 
carried on at a deficit, until Poincar6 finally compelled the 
“ bloc ” to vote a set of taxation laws in 1923 and 1924 with 
the object of securing a balance. The irritation felt at the 
high cost of living swept away the bloc at the elections and 
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brought to power the radical Herriot, who started by abandoning 
that part of his programme which meant a tax on capital, 
without understanding that a national debt of 500 milliards 
is bound to ruin the franc and compel the country to put 
up with a burdensome and inquisitorial system of annual 
taxation. 

The franc also continued its fall after the war : one pound 
sterling was nominally 25i francs; in 1923 it rose to 66 and 
continued up to 88 francs, to reach 120 francs in March, 1924; 
the franc had fallen to a fifth of its parity. This, however, 
was a panic rate, and sterling dropped back to 88 francs; 
supported by Morgan, who advanced a 100 million dollar loan, 
the Banque de France operated cautiously and sterling fell 
to 71, again to run upwards and in 1925 to pass 125 francs. 
Flight of capital was on the increase ; a budget for 1925 of 33 
milliards which was supposed to balance, proved fictitious when 
the accounts were made up. The rise of prices accompanying the 
fall of the franc necessitated an increase in war-veterans' pensions 
by one or two milliards ; it also necessitated greater State expen¬ 
diture and the Banque de France continued to give the govern¬ 
ment advances. The 41 milliards—the maximum laid down 
for the issue of notes—was exceeded in April, 1925; this maximum 
has gradually been raised. 

France has a series of monopolies and consumption taxes, 
inherited from the ancien regime , taxes which were greatly 
increased during the war ; on the other hand the world of 
finance in France, with the help of the small capitalist, strove 
to keep off the income tax which had just been voted when 
war broke out; but it was only in 1918 that the income tax 
of the 15th July, 1914, came into force. The tax is from 2 
to 50 per cent, on the pro rata principle, the first 4,000 francs 
being exempt. It makes a difference whether a man has a 
family or no, how many children he has and, if he has four 
children, on an income of 20,000 francs, his tax is 33 francs; 
if he has one child the tax is 171 francs and if he has been 
married for two years and has no children 237 francs ; a bachelor 
with an income of 5 millions pays nearly 3 millions ; if he were 
married and had four children he would pay millions. The tax 
only brought in 1,400 millions in 1924 : the tax per head in 
France at that time was only half that of England, and the French 
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patriot understands how to evade a tax as well as his German 
cousin. 

But.income is also burdened by a cumulative trade tax “la 
taxe sur le chiffre d'affaires " : first of all this is a tax 11 per 
thousand on the turnover in industry and commerce (excepting 
bakers, agencies, co-operative societies, brokers and people 
whose charges are fixed by the State). In the case of banks 
this duty is paid on their income from interest, premium, 
commissions and brokerage. Export trade is free of this tax. 
Restaurants and Hotels which are “ demi-luxe " pay 3 per 
cent., first-class establishments 10 per cent.; there are strict 
regulations in respect of the statement of income and control 
of books. To this tax is added a supplementary tax of from 
1 to 5 per cent, on the turnover of establishments whose turnover 
exceeds 1 million. Over and above this tax a further tax 
of 8 per cent, is paid on the nett commercial or industrial profit. 
(These taxes have succeeded the former licence tax and the 
luxury tax.) People who are not in busmess, but are 
employees or receive wages, pensions or annuities, have 
to pay a tax of 6 per cent, on that part of their income over 
and above 8,000 francs. Farmers who have more than 1,500 
francs per annum are supposed to pay the same tax. Their 
income is not stated but is calculated on the basis of the land 
value, appraised according to principles which vary according 
to the different localities. Every building also pays a property 
tax, “ contribution fonciere,” of 10 per cent of the income 
derived therefrom. On all interest on capital 10 per cent, is 
paid, 12 per cent, on the interest on foreign securities and 20 
per cent, of the “ montant des lots rembours6s ". The stamp 
and registration duty, supplemented by a mutation tax, where 
houses or stock change hands, has as well as the legacy duty 
been augmented and modernized. 

In 1924 a large part of the taxation in force was increased 
by & and new taxes have been voted but of little avail; the 
budget shows still a considerable deficit, compelling the State to 
issue short term bonds or seek advances from the bank; the 
financial mis ere drove the franc down ; for a while the Banque 
de France kept it stable by the help of the Morgan group but in 
the long run the task was beyond its power ; in July, 1925, the 
franc demands less than a fifth of its parity price; the issue 
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of notes is approaching 60 milliards and the State is still going 
on borrowing, however subtle M. Cailleaux’s and his successors* 
artifices may be to hide the truth. 

At present France is passing from crisis to crisis. 100 milliards 
short term loans (pour de tresor et de la defence) are marched 
against the Treasury every few months—demanding renewal 
at a premiup and now asking for cash. Even the gold loan 
offered by M. Cailleaux was a failure. The changing Governments 
have not the pluck to cut the Gordian knot, all they are praying 
for is a short delay to keep the creditor wolf from the door, 
the franc may fare as badly as it may ; and the day may come 
when the external debt, automatically increasing with the dollar 
rate, will exceed the internal one, even if this should reach the 
absurd figure of 400 milliards. “ Les riches et aisles ” are not 
as eager to sacrifice their money as the French youth was to 
give his blood a few years ago. 



CHAPTER XXV 


The German Empire 

1870-1918. —When in 1871 the German Empire began its 
existence, it had to take over the debt of the German 
Confederation of the North (267 million marks) which was 
at once repaid out of the 5 milliard francs obtained from France. 
But from 1875 onwards the enormous development of the 
German army began ; this had two consequences, the one 
that in 1879 Bismarck introduced protection both for industry 
and agriculture: the Empire needed money and was 
constitutionally compelled to resort to indirect taxation; 
only a high customs duty could put money in the treasury, 
and a high tariff meant protection. The second effect was 
the introduction of a national debt which already in 1882 
reached 300 millions and in 1900 2,225 millions. At the same 
time the Empire had issued “ Reichskassenscheine ” to the 
amount of 120 millions, paper money which could be accepted 
in payment at the public offices and which the empire distributed 
among the individual States, on condition that these should 
redeem their own paper money. In 1897 the Empire, just as 
the individual States converted, and from 1890 to 1901 the 
Empire only issued loans of the 3 per cent. type. With 
the year 1900 a navy was to be created to support an aggressive 
colonial policy. This had a marked effect on the budget and on the 
national debt which was doubled in the period 1900-10, to 
reach immediately before the war the sum of 5,158 million 
marks. The Empire had not been able to resort to direct 
taxation, until in 1913, at the time of the last increase in the 
size of the Fleet, the so-called law on the Wehrbeitrag was voted, 
a tax on capital and income—for the first time in the history 
of the Empire. 

Until now the budget of the German Empire could never 
be balanced. The total deficit for the last 25 years before the 
war amounted to 4 milliards. The budget increased and 
increased; in 1880 the expenses were 686 millions (390 millions 
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covered by taxation); in 1900 it had increased to 1,550 millions 
(875 millions covered by taxation); on an average for the years 
1912 to 1914 it reached 2\ milliards of which but 1,900 millions 
were covered by taxation. At the outbreak of war Germany's 
debt was composed as follows : that of the Empire 5,150 
millions, and that of the individual States 16,670 millions; 
the former was due to militarism and the latter to the extension 
of the railway system and was covered by railway secunties. 
The total debt amounted to about 375 gold marks per head 
of the population ! 

The Policy o! Inflation.—The German government chose 
the path of inflation to finance the war. It was not desired to 
repeat the experiment of 1913 of levying a tax on income. On 
the one hand the individual States considered direct taxation 
as their own particular privilege, while Industry and High- 
Finance claimed that they could best help the Empire if they 
were free from taxation, and as for the government, it did 
not wish to water down the popularity of the war. But already 
in 1916 Dr. Helferich had to change policy and impose his 
pack of taxes involving a tax on income and a supplementary 
tax on capital, which was increased in the following year, and 
to place large taxes on traffic and on turnover and a tax of 
20 per cent, on the pit-head value of the coal; further there 
was a tax on exports. In 1918 the government realised that the 
payment of the interest on the increasing national debt would 
become unbearable and consequently decided to raise taxes to the 
amount of 4| milliards, including both a tax on income and a State 
tax, supplemented by a monopoly on alcohol, an Empire tax 
of 20 per cent, on wine and special taxes on beer and champagne, 
besides which prices in all State industries and the Stock 
Exchange tax were increased. The German press was filled 
with admiration at this energetic measure : “a courageous 
government met a nation ready to sacrifice itself ” ; but in 
the financial year 1917-18 the expenditure was 16 \ milliards 
or four times as much as the yield of the new taxes, and many 
of the older taxes became valueless ; the customs duties, which 
before the war formed about one-half of the budget, now 
yielded next to nothing. During the years 1917-19 the 
customs only covered 1\ pet cent, of the State's expenditure. 
A new revenue had been created : a sort of inflation tax, viz.: 
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the tax on the Bank of Empire and on the “ Dahrlehn-Kassen ” 
for the non-covered paper money which they issued, a revenue 
which in 1918-19 came near to 1 milliard. Compared with 
the expenditure the revenue was quite insignificant; the year 
before the war the revenues had amounted to 2,655 millions 
and the expenditure to 2,781 million marks, leaving a deficit 
of 136 millions ; during the last two years (1917-19) the revenue 
was on an average 7,700 millions, but the expenditure was 
48,300 millions, the deficit about 41 milliards. From April, 
1914, to March, 1919, the expenditure of the German Empire 
was 159 milliards, its revenue 22 milliards, its deficit 137 
milliards—the real war expenditure. 

This deficit is covered by loans ; by degrees, 9 long term 
loans were contracted at 5 per cent, at an issue price of between 
97^ and 99 and for a sum of 100 milliards, unredeemable from 
the creditor's side. Not the whole of the 100 milliards was 
issued, for in certain cases the creditor made use of State bonds 
with which to pay the State. Now 100 milliards is a large sum, 
£ of Germany's national capital before the war; in spite of 
appeals to patriotism it was often necessary to resort to force 
in order to obtam voluntary subscriptions to the loans. 

From time to time the State had to contract short term 
loans at interest and repayable in a few years ; when the war 
broke out the Empire had outstanding 220 millions in short 
term loans, in 1917 this total had become 4,700 millions and 
in 1919 11 \ milliards. In the end it was the Empire Bank 
and the banking system that provided advances to the State 
according to the manner described in Book III: by lending on 
previously issued bonds in order to provide the public with 
money to subscribe to a new loan. But this did not suffice ; 
the Imperial government had to apply directly to the “ Reichs- 
bank ” to obtam advances and from 1915 to get its treasury 
bills discounted and prolonged. Before the end of 1915 these 
bills amounted to more than 7 milliards, in 1917 to 18£ milliard 
and during the financial year ending 31st March, 1919, this 
part of the floating debt had reached the figure of 64 milliards 
marks. The total amount of the loans cannot be accurately 
estimated (100 plus 11J plus 64 milliards) as one loan ran into 
the next; but we do know this much : in March, 1919, the debt 
amounted to 81 milliards in consolidated loans and 75 milliards 
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in the floating debt, or a total of 156 milliard marks ; meanwhile 
the debts of the individual States had increased to 30 milliards. 

The Bank was the scapegoat. At the outbreak of war the 
note circulation scarcely reached 2 milliards: in December, 
1917, 11J ; in 1918, 22J ; and in December, 1919, 35f. The 
gold reserve before the war amounted to a little less than 1 
milliard, injjecember, 1917, 2,400 millions ; during the war some 
100 millions in gold had already gone to neutral countries to 
ease the applications for credit. Add to this the so-called 
Darlehns Kassenscheine, 450 millions in 1914, 6J milliards 
in 1917 ; in 1920 the figure of 15 milliards was reached, one-half 
of which was withdrawn and the other half thrown away as 
having no value. 

Further the municipalities and the Chambers of Commerce 
issued during the war at least 1 \ milliard in emergency currency ; 
thus the quantity of paper money in 1919 exceeded 50 
milliards, and on this basis was built up an extraordinarily 
large credit; in order to get people to sell their securities, 
the market was subjected to a patriotic agitation, according 
to which cheques were to be used to the greatest possible extent 
so as to “ lessen the demand on the currency ” ; finally notes 
were issued regardlessly in occupied territory: in Belgium 
a special Society was allowed to issue franc-notes which could 
be exchanged for marks, in Poland " Est-mark notes ” were 
issued, and in Roumania prettily designed lei-notes were 
distributed in cartloads and, as a high German functionary 
told me, these circulated easily among the peasantry because 
of their beauty. The fact that the Imperial treasury issued 
some few hundred millions in paper-money must simply be 
mentioned as a curiosity. 

To Dr. Helferich falls the honour—and the responsibility— 
of this system of procuring money ; for him it was a question 
of having the real values of the country placed at the disposal 
of the State : consequently he had to have the purchasing 
power of the population transferred to the State, but as he 
did not dare proceed by means of taxation (for then the 
population would have found out that it had to bear the 
expenses of the war), he gave them State bonds in exchange 
for their purchasing power, bonds which again could be 
" lombarded ”. Everyone was rich and the State was a 
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tremendous cornucopia. But the system was a fraud with the 
object of deceiving the population by means of a bogus wealth. 
This fraud reached its maximum when the note issue was 18 
times greater than before the war, intensified by a credit strain, 
unparalleled in the history of finance. 

Once more the population was deceived by the statement 
that the mark would be worth its equivalent in gold, and yet 
on reflection its absurdity would have been realised from the 
fact that the national debt represented one-half of the national 
capital. Helferich surely knew that this sum could never be 
repaid, for he was no ordinary bank manager, but a first-rate 
theorist on banking. He naturally has the excuse that “ green 
is the tree of life, but grey are the theories Give the Devil 
your little finger and he will insist on taking the whole hand, 
and if one has said a and /? one will have to go through the 
whole accursed alphabet to the bitter Omega. Germany’s 
leaders found consolation in the hope that a conquered enemy 
must pay, but in order to be made to pay the Entente had 
to be vanquished and still be able to pay. If the war had come 
to an end in 1916, Germany could have borne her own burdens 
and if she had been victorious the Entente would probably 
have been able to pay the 69 milliards of Germany’s 
national debt in March, 1917 ; the note circulation in Germany 
then only amounted to 10 milliards and the mark stood at 
f of its parity. But in 1916 the Marne had intervened. 
During the two years which followed, until March, 1919, the 
German national debt had increased by 85 milliards and the 
Entente's economy had been so shaken that not even the 
wealthiest countries therein could have paid a full war indemnity. 
However genially thought out, Dr. Helferich's financial schemes 
were a crime never to be forgiven by friend nor by foe. 

At the end of 1918 the mark stood at about Id .; before the 
end of March, 1919, it had fallen to 5 d. It was not only the 
political system but m fact the economic system also which 
had collapsed. The result of the November Revolution was not 
the ruin of Germany but the tearing away of the veil before 
the eyes of the people and of the whole world. 

The Dissolution. —In April, 1919, appeared the signs of the 
progress of disorganisation. When Germany, just after the 
war, had procured the most necessary raw materials, it ceased 
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to be a market for foreign goods. But the German people 
did not yet realise this, for the increase in prices and the fall 
of the mark was constant; at the end of 1919 it 
approached 1 \d. The Empire Bank, which had about 36 
milliards of notes in circulation in April, 1919, had 66 milliards 
in circulation in the following year; and the State continued 
her deficitjiolicy. From 1919 to 1922 her revenue amounted 
to 161 milliards, less than half of her expenditure. Then 
came 1922-23 with a revenue of 1,558 milliards and an 
expenditure of 7,630, a deficit of more than 6,000 milliards. 
In the first place this was caused by reparation payments, 
corresponding to at least 3,000 milliards in paper currency. 
For the four financial years 1919-23 reparation payments 
absorbed 20, 40,100 and 150 per cent, respectively of the Empire 
revenues, reparation payments alone were responsible for the 
expenditure exceeding the revenue. 

The Reparations Commission in the name of the Allies has 
had delegates controlling German finances since the 1st April, 
1921, and on the whole they have not criticised the nature 
of the expenditure. In April, 1920, the Empire took over the 
railways, which previously had been the property of individual 
States, at a cost of 40 milliards in paper-marks. These railways 
had cost 15 milliards in gold-marks, but 40 milliards in paper- 
marks were much less than 4 milliard gold-marks in April, when 
Germany paid for the railways by taking over the State-debt 
of the individual States ; since then these States have contracted 
new debts, but the absurd figures of these have no interest, 
in fact just as little interest as the debts of the municipalities. 

The State railways were run at a big loss ; the eight-hour day 
had been adopted and 100,000 casual workmen had been taken 
on permanently , a fact which did not, however, greatly increase 
the expenses; the question of wages did not play so very 
important a part ; before the war there were 817,000 
officials employed on the railways, this number had only been 
increased to 1 million in 1923 ; if the districts ceded are taken 
into consideration, this would correspond to an increase in 
personnel of 40 per cent.; but the expenditure in wages was 
not the decisive factor, for before the war wages involved 
60 per cent, and the material 40 per cent, of the expenditure 
on railways; in 1923 tile percentage figures were inverted 
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to 30 and 70 per cent.! The percentage of wages had been 
reduced by one-half. But the mistake was that the tariff 


was not increased; even compared with the German level 
of prices tariffs were very low; on the basis of the Danish 
crown travelling by rail was almost free. This was in the nature of 
a subsidy to Industry and Agriculture which obtained freight 
at far less than cost price, whereas the railways had to pay 
for coal and for rolling stock, etc., at world-prices. 

If we consider the home expenses which in 1914 amounted 
to 2\ and in 1923 to 80 milliards we shall find the distribution 
to be per thousand as follows :— 


Administration of Finances and Debt 

War Invalids ........ 

Army and Navy ....... 

Social undertakings ....... 

Subsidies for Culture, Sanitation, and Industry (including 
the construction of canals) ..... 


1914 1922-23 

115 450 

78 180 

720 100 

25 90 

12 35 


It will be seen that the social expenses only involves 9 per 
cent.; the fall in wages being taken into consideration, 9 per 
cent, is not much, especially if State subsidies for the reduction 
of bread prices and to potato growers are included in the amount; 
that expenditure on industry is trebled is due, among other 
things, to the very legitimate expenditure on the construction 
of canals. But what has happened is that the heavy expenditure 
of 1914 on the Army and the Navy is in 1922 transferred to the 
payment of interest on the Debt. 

The home budget proper, as estimated for 1922-23, was 80 
milliards; but to this is to be added a subsidy of 25 milliards 
to the individual States, a deficit of 10 milliards in the State's 
enterprises and the payment of 170 milliards in reparations. 

That there is a long way betwixt cup and lip will 
be seen from the fact that the budget, which for 1922-23, based 
on the experience of the financial year just closed, had been 
estimated at 288 milliards, became a State balance-sheet in 
which the expenditure was 7,666 milliards or 27 times as 
much. This expenditure could have been less, but only as regards 
items of small consequence ; the heavy expenses—reparations 
and the payment of interest—were fixed and inelastic charges. 

On the other hand the insufficiency of the revenue could 
be severely criticised. According to the Constitution of Weimar 

u 
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the Reichstag is empowered to levy all kinds of taxes, including 
those reserved for individual States; it will be understood 
that, leaving aside political differences, individual States, 
from a financial point of view, have a justifiable grievance 
against the Empire, which first deprived them of the State 
railways and then of direct taxes. The first important tax 
took placeman 1919, the so-called “ Reichsnotopfer ”, which 
included a supplementary tax on excess-profits; this tax was 
supposed to be raised over a period of several years, but prices 
rose quickly and in 1920 the payment of the whole tax was 
demanded at once on the condition that in return the tax 
was reduced to one-third of its amount. 

In 1921 the conservatives, who preferred State loans to taxes, 
were taken at their word, and a compulsory loan was raised 
on industrial and bank capital varying from 1 to 10 per cent.; 
this was expected to yield 46 milliards in the first financial 
year and 100 milliards in the second; the first financial year, 
however, only yielded 13 milliards, a mere drop of water to cover 
the ocean of a year's deficit of 6 billions. Finally in 1921 
Wirth brought off his large tax on capital as a link in the chain 
of taxation. The Empire took over the federal states' right to 
levy taxes on income, but returned to them three-quarters of the 
proceeds ; the tax on income (533 milliard marks) progressed 
from 10 to 60 per cent., affecting 28 million people, one-half 
of the population of the country. The new coal tax was 
30 per cent, of the price at pit-head (a total of 238 milliards), the 
tax on sales, which yielded 229 milliards, was 2 per cent, on all 
acts of commerce, both in wholesale and retail trade, with a 
supplementary tax on luxuries and a tax of 10 per cent, on 
sub-letting and one of 5 per cent, for advertisements. None 
of these taxes yielded what was expected of them, and the deficit 
for 1923 exceeded 6,000 milliards. 

To cover the deficit the republic had to raise loans in the 
crudest form by means of the note press. The net fixed debt which 
in 1919 amounted to 81 milliards had somewhat increased, but 
as the citizens were permitted to pay the State in its own bonds 
both in the payment of income tax and for the purchase of the 
State's remaining war stocks, there was in April, 1923, not much 
more than 41 milliards left- Thus the consolidated debt had 
been given up with all the trouble it involved in the printing 
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and selling of bonds, and a short term floating debt was adopted 
in its place. In 1919 there were 11 milliards of short term bonds 
in circulation ; as they were used for payment of taxes there 
were only 7 milliards of these left in the spring, 1923 ; now the 
government stopped issuing this kind of bond also. The hedge 
was now taken where it was lowest, and treasury bills were issued 
and discounted in the Empire bank. In 1921 there were of these 
166, in 1922 271, and in 1923 6,600 milliards. 

The deficit of both the Empire and of the individual States 
was simply covered by borrowing from the Reichsbank. 
The national debt amounted to 6,666 milliards on the 
31st March, 1923, and at the end of the following June to 
20 billions. 

The Reichsbank issued a corresponding number of notes : 
from about 36 milliards in March, 1919, these increased in 1921 
(December) to 114, to 1,250 in December, 1922, to 3,500 milliards 
in February, 1923, and to 5,500 milliards in March, and then 
the figures come to have no sense whatsoever. 1,000 mark- 
notes were made 1,000 million notes, and before the 
mark ceased to exist in November, 1923, the Reichsbank could 
boast of—billion-notes. 

The Fate o! the Hark. —But the rate of exchange of the mark, 
which at the end of 1919 was l£d., kept its value during 1920— 
in order to make it accepted abroad it was allowed to rise to 
2d.—and then it fell in January, 1921, to Ijd., in October to 
less than |d., at which figure it approximately remained until 
the end of the year; on the 13th June, 1922, it stood at half 
a farthing, and in March, 1923 at 0*03 farthings. The fall went 
on for eight months longer; no one believed any longer in the 
mark, neither at home nor abroad, and it was allowed to end its 
shameful career to be replaced by another mark, an “ assignat ” 
covered by lands or gold—the “ Rentenmark In 1923 trade 
indicated a basic price (in gold marks) and published every week 
a “ key-figure ” with which the basic price was to be multiplied 
in order to find the paper-mark price. The quick collapse of the 
mark was the chief cause of the increasing and everlasting 
deficits: during the first quarter of the year the budget was 
voted for the financial year beginning in the following April. 
But at that time expenditure met with another level of 
prices: in other words revenues were voted on the basis of the 
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level of prices of the preceding year , and expenses were paid on the 
basis of the level of prices of the present year . This is the main 
reason for the great deficit. The expenditure for 1922-23 was 
estimated at 300 milliards, but the real expenditure came to 
be thirty times greater ! 

Then the German taxpayers defrauded the public revenue 
as much as^feey could; the progressive rule of the income tax 
failed; what was the good of increasing the tariff from 5 to 
60 per cent., when the 60 per cent, was applicable to an income 
which in the previous year was that of a millionaire but to-day 
the income of a pauper ? And finally the fall of the mark resulted 
in the yield of the tax amounting to zero. Some time had to 
elapse between the assessment of the tax and its collection; 
the previous year’s income was declared but payment effected 
in the present year. Supposing in 1921 I had an income of 
10,000 gold marks —this corresponded to 300,000 paper-marks — 
and I declared this income. I had to pay my tax in July, 1922, 
but then the mark had fallen from \ to £d. : that is to say that 
I paid in fact one-third of the tax I should have paid. And 
when the mark was falling hourly, it was cheaper to pay a fine 
and delay the payment of my tax until the mark was only one- 
tenth of a penny; thus the several classes partook in the income 
tax in 1920 as follows : 15 per cent, on agriculture, 22 per cent, 
on industry, 2f per cent, on capital, and 60 per cent, on 
wages ; in the years to come those figures were still more 
unjust. 

Nominally the taxes were not too small—a tax on income 
which reaches 60 per cent, is a respectable amount—but the 
mistake was that taxes were collected in paper marks and not 
in gold marks, and that the budget had not sufficiently early 
been lightened of one-half of its burden by the repayment of 
the internal debt. In 1919 it is true there should have been 
a 50 per cent, tax on capital; but then Germany would not have 
been ruined, and the bond-holders and with them the owners 
of deposits in Savings Banks and of mortgages would not have 
been defrauded ignominiously. It was robbery on a large scale 
to allow the internal debt to disappear—and with this all private 
debts—not by repayment but by making the currency and eo ipso 
all money claims worthless. *And those who suffered were those 
with no means of defence, widows and civil servants, who are 
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not accustomed to business, public institutions and foundations, 
the capital of which was invested in these securities. Prudent 
business men got out of the difficulty in time by selling—to 
those same widows. 

The fall of the mark had many causes, explained in the 
second book ; an annual deficit in the balance between imports 
and exports will always make its influence felt when one has a 
currency which is not bound to the gold stake. Add to this 
that Commerce and Industry, fearing a further fall in the mark, 
cover themselves not only as regards present needs but also 
for future needs. But when a double demand for sterling 
and dollars sets in, partly to face present needs and partly in 
view of future necessities for payments abroad—then the people 
get out of hand, guided by speculators. And in this case these were 
not the usual crowd, Stock Exchange brokers and outsiders, 
it was not only the ghetto of Berlin and Hamburg, who as usual 
speculated, it was everybody. When a man received his wages, 
it was useless to deposit it in the Savings Bank : if I deposited 
for example, three days' wages, this sum would at the end of a 
month only be worth one day’s wages ; I must therefore purchase 
either shares or real property, or I must do as did the higher 
officials, immediately change my salary into dollars and draw 
on those dollars during the month. But others followed suit: 
in the wholesale trade the mark had for a long time been banished ; 
all contracts were passed in dollars : gold contracts—and from 
the big traders the custom spread downwards. For more than 
a year a deliberate flight from the mark took place. Distrust 
did not originate abroad, but in Berlin itself— and little 
by little everyone who owned anything had dollars and 
sterling. 

Was the fall of the mark deliberately caused ? No doubt 
some people both understood and willed it. Their motives, like 
all motives, were mixed. (1) Was it a patriotic speculation : 
if we ruin our medium of exchange, we shall not be able to pay 
the Entente the sums due for reparations. (2) Was it for a time 
to the advantage of active capital: while tenanted houses 
were not kept under repair, for their controlled rent rendered 
them temporarily worthless, factories, offices, hotels and 
workshops were repaired and renewed. No one desired to keep 
a consumptive mark, and wages followed the rise in prices at a 
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distance, that is to say, repairs were carried out at a very low 
cost. And it will be seen that once again, if order is restored in 
Europe, German industry will be on the spot with all the 
improvements which were only dependant on work and materials 
obtainable at home. (3) Home loans in marks were contracted 
when for example the mark stood at two American cents, dollars 
were bougKF with the proceeds and the mark-debt was repaid 
when the mark stood at half a cent. And unfortunately all 
the banks, including the Reichsbank, did not hesitate to give 
credits extending over several months, credits which involved 
heavy falls in the value of the mark and provided speculation 
in dollars with some of its means. 

The claim that taxpayers paid too little is also supported 
by Mr. Fisk by a calculation of the current income of the State 
from 1914 to 1920 in dollars and again comparing and reducing 
these dollars on the basis of the level of prices in 1913 ; before 
the war German taxpayers paid 653 million dollars per annum; 
from 1914 to 1920 they paid 1,516 million dollars which, reckoned 
on the basis of the 1913 level of prices, represented only 621 
million dollars. In the middle of 1923 the German debt amounted 
to 20,000 milliards in paper marks, practically the whole of it 
contracted during the preceding financial year; calculated on 
a rate of exchange at par, this was, however, only 4,000 milliards, 
but calculated on the level of prices 400 millions, and on the 
actual rate of exchange much less. Of the bond-debt proper 
there remained less than 40 milliards in paper marks and 
this debt had been contracted before 1919. The floating 
debt which rose in trillions had to share the fate of the paper 
mark and became valueless, and in this manner not only did 
the wage-earners suffer but also the intellectual and technical 
middle-classes who were brutally crushed, whereas industry 
and high finance not only escaped but even became rich thereby. 
The German Social-Democrats, by allowing themselves to be 
carried away too far on the road to compromise and by their 
lack of will and capacity to realize the bearings of economic 
laws, have their share of responsibility. The question of com¬ 
pensation to the holders of the 40 milliards in bonds, still left 
of the issues prior to 1920, has been settled in July, 1925 
(vide: chapter XX). 

As stated elsewhere, for the present the gold-mark has again 



THE GERMAN EMPIRE 


295 


taken over the reins of commerce, resulting in a paralysing of 
industry ; wages have been adjusted in such a way that they may 
be called living wages, if not in the sense of the word as employed 
in Denmark and England ; while wholesale prices are following 
the lead of world prices, retail prices stubbornly keep aloof, 
making the cost of living rather heavy. At present (1926) the 
crisis is raging, 2 million men are out of work. It looks as if 
the amount of currency (notes) is insufficient at least as long as 
the credit is restricted. The private rate of discount is above 
12 per cent., and too much ot Germany’s capital is bound up 
in industries, that have lost their markets. There is a decided 
lack of circulating capital, too much of the country’s resources 
having been tied up in factories and other forms of fixed 
capital. 



CHAPTER XXVI 


Denmark’s National Debt for 300 years 

1660 - 1800 . —The Danish absolutist regime made its debut 
with a bankruptcy in 1660. It was the disorder of the State 
finances which gave rise to the revolution which transferred 
the power from the nobles to the Crown. The national debt was 
5 million dollars (a Danish courant daler equal to 87 cents). 
Large areas of Crown lands were pledged and customs duties 
14 assigned **—laid aside to meet the creditors. Now the king 
compelled the creditors to resign their mortgage rights and to 
take over the pledged land at prices, arbitarily fixed, which were 
higher than the price of the land at the time. The Crown 
reserved to herself the feudal rights and the right of 
repurchase, which, however, was never exercised. In all there 
were sold almost one million hectares. Among the king’s creditors 
who had State goods in pledge were a large number of Dutch 
and Hamburg Jews and many State servants as well as 
land owners and State contractors. In 1676 the State appointed 
a Commission for the purpose of revising the debt, pledges and 
interest charges, in those cases where the Crown was of the 
opinion that the creditor had had unjustified advantages. The 
State debt was then one million dollars, of which the half was 
owed to Holland. During the subsequent period the debt 
remained fairly constant, thanks to some extent to the subsidies 
from Holland and England. 

The Court, however, swallowed huge sums. The monarchy 
scattered a large number of castles all over the country, and 
wars were of frequent occurrence (those with Charles XII, for 
instance). The government had now begun to borrow money 
from the private bank of issue (Courantbanken), whose notes 
became inconvertible from 1759. The Seven Years* War had, 
however, broken out; a neutral Denmark had, in a war- 
devastated Europe, become 44 common carrier **, had a good 
balance of payments and at the same time received handsome 
subsidies from France. In 1761 peace was approaching but, 
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in spite of the favourable conjuncture through which Denmark 
was passing, the State budget was overstrained; compulsory 
loans were levied, not only in Denmark but also in Hamburg 
under the threat of bombardment, and in Oldenburg and 
Delmerhorst under the plea of Denmark having protected their 
neutrality. 

As always, a crisis was in 1763 the aftermath of the war 
boom in the neutral countries. The Prussian army contractor, 
Schimmelmann , was at that time the leader of the Danish State 
finances ; with uneasiness he saw the debt growing (most of it 
to the bank) and the great depreciation of our banknotes. 
He dreamed and spoke of nothing but the Hamburg banco and 
silver bills. He succeeded by means of a manipulated exchange 
policy (seen in England during Elizabeth's reign and not unknown 
in our own day) in fairly well maintaining the value of the Danish 
currency, despite the unfavourable trade balance. In 1766 
the national debt was 20 million dollars. A Balance Commission 
procured some relief for a time. The creditors were paid off 
with some of the State's less valuable assets and a series of 
heavy taxes were imposed, including one upon officials and the 
salt tax on the French pattern. Queen Karoline Mathilde's 
lover, Struense, whose financial policy apart from the extravagance 
of the Court was good, was replaced by that high priest of 
mercantilism, Guldberg, who spent millions on industrial and 
oversea-trading concerns and continued borrowing from the 
bank, which in 1773 was taken over by the State. The American 
War of Independence of 1776-83, however, furnished Denmark 
with a number of good years. When at the fall of Guldberg 
the Crown Prince Frederik assumed the reins of government, 
the national debt was 30 million dollars, of which almost a 
third was to the bank. 

In 1785 a Finance Plan was drawn up, the first provision of 
which : that no note must be issued without cover, stranded 
on the circumstance that there was no silver in hand ; its second 
provision : that the finances of the State and the banks were to 
be kept separate, was not complied with; its third provision : 
that the State should pay its debt to the bank, was only carried 
out in so far as some factories and shares belonging to the State 
were transferred to the bank. The fourth provision of the plan 
was that a new currency was to be established. The Danish 
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note was the Danish Rigsdaler —H dollars. As far as Sleswig- 
Holstein were concerned, the specie daler (a little more than an 
American dollar) was adopted, and this retained its parity 
right up to 1813. 

The Bankruptcy. —The Napoleonic wars again saw Denmark 
in the role of the neutral and a common carrier ; our trade was 
very large a# long as the war lasted, and we had a crisis every 
time the Janus temple was closed. The apparent prosperity of 
the citizens was also due to the rising level of prices, while 
the State’s finances were destroyed. Besides the old bank 
(Courantbanken) a new one was established which also issued 
notes and which the State lost no time in abusing. Our note 
debt at the turn of the century was more than 26 million dollars, 
and it grew the following year. The increasing level of prices 
compelled us to constantly increase taxation and to impose new 
taxes, on the basis of which treasury bills were immediately 
issued ; the taxes were anticipated 10-15 years ahead. 

In 1807 we were ourselves at war. The note fell to about a 
half, and in 1808 to a third of its parity. The price level was 
above 400. The State contracted loans, regardless of the severity 
of the terms ; the effective interest was 13 per cent. The King 
bought goods on credit in Hamburg and used these as cover 
for the note issue. On the model provided by Charles II of 
England private means were sequestrated and placed in the 
treasury, while private compulsory loans were imposed ; the 
note fell from week to week : in March, 1811, it was at 25 per 
cent., in January, 1813, at 13 per cent, of its nominal value. 
In 1812 the notes in circulation amounted to 142 million dollars ; 
but then, of course, the silver coin was worth fifteen times 
as much as the paper note. In Altona a " Banco-office " had 
been opened, a sort of brokers’ office which was to automatically 
regulate the balance of payments and the debt by operations 
on the Hamburg exchange. In 1812 the office had to close, 
but just before it did so the State allowed this insolvent 
institution to negotiate large loans. At the same time the 
Crown purchased Colonial goods abroad and paid for them with 
bills drawn on the insolvent banco office. 

The national debt was now 126 million dollars and the note 
debt 142 million dollars; io 1812 the payment of interest had 
ceased. On January 5,1813, the State bankruptcy was declared; 
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the old courant coinage was cancelled and the Rigsdaler standard 
(1 Rigsd.—54 American cents) was adopted. All debt was 
compulsorily reduced by 90 per cent. : each 6 courant notes (of 
88 cents) were exchanged for 1 Rigsdaler note (of 54 cents). The 
State debt was converted in this manner : 100 courant dalers 
were converted into 100 Rigsdaler. The bank was closed down 
and a joint stock company, which from 1818 was called “ National- 
banken ", took over the reduced note debt covered by the bank's 
capital, which was formed by all landowners having to hand in 
a mortgage bond at 6 per cent, on their property value, and 
thus they became shareholders in proportion to their subscription. 
Previous to its conversion the courant note had fallen to one 
per cent, of its nominal value, although before December, 1813, 
it rose to 4 per cent. Naturally the Rigsdaler note fell in the 
same proportion ; from the beginning of 1813 to the end of that 
year the value was 25 per cent, of its parity; between the end 
of 1813 and 1816 it fluctuated, to rise in 1817 to 40 per cent., 
and between 1818 and 1824 it fluctuated between 75 and 80 per 
cent., to reach par in 1838. This deflation paralysed commerce 
and caused a number of failures, especially among the farmers ; 
these failures culminated in 1823, when the farms were sold 
for less than the arrears of taxes. 

The bankruptcy did not include the foreign debt; a compulsory 
moratorium was all we dared. When peace with England 
was concluded in 1814 our national debt was 220 million kroner 
of 27 cents., and in 1826 280 million kroner. 

The Resurrection o! the National Credit. —With 1819 more 
modem forms of borrowing were adopted. In 1819 we 
issued two 5 per cent. Consortial Loans in Hamburg, the 
creditor being given a bonus in 6 per cent, premium bonds. 
We secured a loan in 1821 through Haldermann and Goldsmidt 
in London. These two loans were repaid in 1825 with the proceeds 
of two English 3 per cent, conversion loans of 5 million pounds 
(at the rate of 66), for which our Sound Tolls and West Indian 
possessions were placed in pledge. From this time onwards we 
amortised regularly and in 1848 our debt was 240 million kroner. 
The first Sleswig war cost us 85, and the second a little more 
than 60 million kroner (compare with these the fact that the 
Danish neutrality defence for 1914-1919 demanded 500 million 
kroner!); a fair portion was covered by extraordinary war 
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taxes ; in addition short term interest-bearing credit certificates 
were issued, the interest on which was calculated daily on the back 
in order to make the certificates easily negotiable ; furthermore, 
we secured some loans from Hambro in London, for which the 
land taxes were given in security ; and finally we used a part 
of the State assets, including a part of the so-called 11 Sound 
Fund ”• By 1857 we had succeeded in collecting 63 million 
kroner from the various seafaring nations who were interested 
in the Sound, on condition that we abandoned the 500-year-old 
Sound Tolls which were so hated by the English, the Dutch and 
the Hanse States. The war in '64 ended with the loss of the 
Duchies; in April, 1867, our debt was a little more than 270 
million kroner, of which about 90 millions were foreign debt. 

From 1867 to 1880 we paid off very large sums, and even if 
the debt was increased by the cost of armaments during the 
Franco-German War, when we again issued short credit certificate, 
and by the State's purchase of the Sealand private railways, 
the debt in 1894 was only 182 million kroner, almost all placed 
at home. 

In Estrup, Denmark has had a great chancellor, and at the 
same time from 1875 to 1893 we had a political struggle, during 
which the principal weapon of the Radical-Agrarian party was 
to refuse the Government every financial vote. The consequence 
was that our State expenditure in that period was very small. 
In the 'eighties and 'nineties Denmark adopted the general 
conversion policy; in 1886 we went down to 3£ and in 1894 
and 1897 to 3 per cent. Whereas in the conversions of 1886 
most of the creditors submitted to the reduction of interest 
and only a third demanded payment in cash, which was procured 
by means of a loan on the home market, in 1894 and 1897 we 
had to turn to Paris ; in 1900 our national debt was 208 million 
kroner, of which two-thirds were held abroad, mostly in France. 
By 1900 the old Conservative system had collapsed, and the 
Agrarian party had got into power; it enacted a series of tax 
laws by which the farmers had the advantage, started on a costly 
railway policy, and reduced the indirect taxation. The result 
was that the State's revenue was insufficient. When the war 
broke out the national debt abroad had grown to 272 millions, 
whilst the domestic debt was 89 million kroner. From 1894 
to 1914 Denmark's national debt was doubled. 
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The Armed Neutrality. —Denmark's experience from 1751 to 
1814 was thus: a neutral Denmark, who is common carrier 
in a world ablaze, makes a lot of money, but at the same time 
is visited by an inflation, a redistribution of the incomes of the 
people and a weakening of the State finances, which result 
in a great increase in the national debt; the subsequent peace 
always brings about a crisis. During the present century this 
experience has been confirmed by the Great War. From 1914 
to 1921 the current revenues of the State were 2,437 millions, 
its expenditure 2,674, while the profit-yielding assets of the State 
had been increased by 500 million kroner. No wonder that 
the national debt increased. In 1914 it was 361, in 1920 1,074, 
and in 1925 more than 1,212 million kroner. During the war 
we only placed loans in the country, the inflation profit of which 
was to be invested. We commenced to draw advances from the 
National Bank ; these advances were replaced by short bill 
loans which, at maturity, were exchanged for 10-15 year loans 
totalling 255 million kroner, maturing between 1925 and 1932. 
To this we added from 1919 the loan of 120 million kroner from 
the shipowners, and a similar 5 per cent, so-called quasi-patriotic 
" Re-Union" loan of 145 million kroner. In 1923 the domestic 
debt was 670 millions, of which 330 millions are long war-time 
loans, 87 millions are the balance of earlier loans, and 255 millions 
are 10-15 year loans, 30 millions of which were converted in 
1925 to 5 per cent, bonds running 15 years, and 30 millions 
to two year treasury bonds. 

After October, 1920, Denmark secured two dollar loans in the 
National City Bank of New York, with the Landmandsbank as the 
ready agent of this house. These loans amount in all to 55 million 
dollars, which are accounted for in the State accounts at 
287 million kroner. Of the 1920 loan (25 million dollars), 15£ 
millions were transferred to the Reparation Fund as compensation 
for North Sleswig’s share in the national debt of Germany 
prior to 1914 and for the German and Prussian State assets 
in that province. The loans were given in dollars, which the State 
sold very cheaply to the Danish banks ; these depressed the dollar 
rate as long as the State sold, and immediately afterwards 
raised it again. The foreign debt thus rose from 1919 to 1926 
to 542 million kroner. The 8 per cent, loan of 1920 was repaid 
5 years after at 110, a new 5£ per cent, loan of 30 million dollars 
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being taken over by the Guaranty Trust Co. of New York at 
97£, offered for subscription at 99|. 

The State's burden of interest, which about 1870 was 
10, in 1890 7 millions, in 1913 12 millions, had now 

grown to about 60 millions, or just as much as the civil and 
military budgets in 1900. The debt of the municipalities is just 
as large aS*that of the State; against this public debt of 
2,400 million kroner the interest-bearing assets of the State 
and municipalities are booked at 1,800 millions, while their 
real value is about one milliard. In Denmark, too, the increase 
of the debt went side by side with inflation; from 225 million 
kroner in 1914 the balance of the National Bank has grown 
to 742 million kroner in 1924. The note debt, which in 1914 was 
156 millions, was in 1918 365 millions and in 1920 541 million 
kroner. In 1922 the crisis brought the note circulation down 
to 432 millions, but in 1924 it was again 470 millions. In 1914 
the National Bank's gold reserve was 77 million kroner, in 1924 
it was 210 millions. Although the National Bank has lost large 
sums of money through the gigantic collapse of the Landmands- 
bank and other banks, these losses are more than covered by the 
net profits from the note issuing privilege, which since 1914 cannot 
have been less than a total of 100 million kroner. 

In September, 1925, the value of the Danish crown reached 
a gold shilling, or more than 90 per cent, of par, after having been 
down at 64 per cent. ; the deflation of prices had the usual 
effect, viz.: a cipher of unemployment of 33 per cent.; ult. 
17th February, 1926, the note circulation is 400 million crowns, 
and the sterling is quoted at 18f crowns ; if not prolonged the 
suspension of the bank act expires ult. 1926. 

Appendix. —In 1814 Norway was separated from Denmark; 
the coinage of the new Norway became the specie—108 American 
cents—four Danish kroner. At the end of 1814 Norway had 
25 million daler in note debt, which was amortised partly by 
yield from the extra taxes and partly by the daler being written 
down to one-eighth of its nominal value. In the 19th century 
the new kingdom pursued a policy parallel to that of 
Denmark. In 1820 a loan was obtained in Berlin and in the 
subsequent period four Hambro loans in London ; almost every 
cent repaid before 1848. With 1870 a new series of fairly large 
railway loans was commenced ; in the 'eighties there were large 
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conversions; from 1890 to 1900 the State debt was increased 
from 115 to 230 million kroner, which by 1912 had become 
360 millions, almost all of which was foreign debt. Norway's 
financial policy during the war was likewise similar to that of 
Denmark; despite the fact that from 1916 to 1922 more than 
900 million kroner were raised in war-profit taxes, the domestic 
debt had by December, 1922, grown to 863 million kroner, to 
which is to be added 540 million kroner foreign debt. In 1924 
Norway's national debt was put at about 2 milliard kroner, 
its municipal debt at 1,500 million kroner. Of Norwegian public 
loans 105 million dollars are placed in the U.S.A., and of this 
80 millions are State loans. Norwegian financial leaders have 
been less far-seeing than those of Denmark with regard to the 
size of the public debt, and both very much less so 
than those of Sweden. During 1925 the position of Norway’s 
finances has deteriorated and the crown keeps considerably 
below her Danish sister; the continued deficits in the public 
budgets and the increasing debt makes a return to parity very 
detrimental to the economy of the State as well as of the citizens. 
Still, the dollar has since 1924 declined from 1\ to less than 
5 crowns. 

In December, 1913, Sweden's national debt was 650 millions, 
of which only 10 per cent, were home debt. During the war the 
debt increased and in 1918 reached 1,656 millions. Unlike 
its sister-countries, Sweden immediately set about amortising 
energetically, so that at the end of 1920 the debt was reduced 
to 1,500 millions, but this, however, increased during the next 
two years to 1,552 millions, or 265 crowns per head. The debt 
contracted during the war was a 5 per cent. War-loan (445 
millions remain); three premium loans between 1918 and 1922 
for a total of 200 millions and a 6 per cent, loan of 94 million 
crowns. By means of the last premium loan the floating debt, 
which had reached 220 millions, was consolidated. After 1914 
Sweden only contracted one foreign loan, the 6 per cent, dollar 
loan of 1919 for 25 million dollars. Sweden's budget for 1922 
amounted to 736 millions, of which more than 10 per cent, 
was absorbed in the payment of interest on the national debt. 
The municipal debt, which in 1917 had reached 854 millions, 
is now probably on a level with that of Denmark. With a 
population more than twice as big as Norway's her public debt 
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is rather less than the sister-nations. Sweden has had to go through 
a disastrous deflation crisis, not to be avoided, when she in the 
short space of the years 1921 and 1922 practically brought 
her crown up from 75 per cent, to full parity and her 
wholesale price level down from 360 to 170, her workman budget 
price from 270 to 190 in 1922 and 170 in 1923. Of the violence 
of the SwefBsh crisis the number of unemployed bore testimony : 
one-third of organized labour were out of work in the first half 
of 1922. At the same time inflating Germany saw hardly 2 per 
cent, of her labourers idle ! 

Practically the war broke up the Scandinavian monetary 
union, which however is likely to be restored; it depends on 
Norway, whose public is not quite averse to the idea of 
stabilizing her crown at a point below parity, when again 
making her banknote convertible. Ult. January, 1926: the 
Swedish was quoted at 100, the Danish at 93 and the Norwegian 
crown at 76 per cent, of parity. 
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